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CHIEF DEPUTY ATTORNEY GENERAL MAILING ADDRESS SOLICITOR GENERAL
LUCY HONEY HAYNES PO BOX 20207 CORDELL HULL AND JOHN SEVIER
ASSOCIATE CHIEF DEPUTY NASHVILLE, TN 37202 STATE OFFICE BUILDINGS

ATTORNEY GENERAL
TELEPHONE 615-741-3491
FACSIMILE 615-741-2009

November 4, 2005

Honorable Ron Jones

Chairman

Tennessee Regulatory Authority
460 James Robertson Parkway
Nashville, Tennessee 37243

RE: TRA Docket Nos. 04-00403

Dear Chairman,;

The above referenced matter 1s on the Final Conference Agenda for November 7, 2005.
Attached 1s a copy of a "Staff Report" regarding a settlement between Virginia Gas, Inc. and the
Staff at the Commonwealth of Virginia State Corporation Commission. The Consumer Advocate
does not wish to comment on the attached report. Nor, does the Consumer Advocate propose that
the measures described 1n the report would be appropriate for Tennessee. In fact, the Consumer
Advocate might very well disagree with some of the conclusions reached in the report. Instead,
the Consumer Advocate is simply making the Tennessee Regulatory Authority aware of the
report and its contents for whatever credence this submission warrants.

Sincerely,

Tihothy C. Phillips

cc: J.W. Luna, Esq. (via hand delivery)
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INVESTIGATION OF GAS SUPPLY ASSET ASSIGNMENT
AND AGENCY AGREEMENT
BETWEEN
VIRGINIA NATURAL GAS, INC.,
AND
SEQUENT ENERGY MANAGEMENT, L.P.,
f/k/a AGL ENERGY SERVICES, INC.

CASE NO. PUE-2004-00111

Introduction

Virgima Natural Gas, Inc. (“VNG” or “Company”), a Virgima public service
company, 15 a wholly owned subsidiary of AGL Resources Inc (“AGLR"), an Atlanta-
based registered holding company AGLR currently provides natural gas distnbution
services and pipeline operations through seven local distnbution companies ("LDCs™)
VNG, Virgmia Gas Distnbution Company, Atlanta Gas Light Company, Chattanooga
Gas Company, Elizabethtown Gas (New Jersey), Elkton Gas (Maryland), and Flonda
City Gas AGLR’s wholly owned subsidiary, Sequent Energy Management, L P,
(“Sequent”), is based n Houston, and provides asset management Services o AGLR’s
LDCs, mncluding VNG, and to thurd parties  AGLR’s wholly owned subsidiary, AGL
Services Company (“AGLSC”) provides admimistrative and management Support to
AGLR and 1ts affiliates, including VNG and Sequent

On September 29, 2004, the State Corporation Commussion (“Commussion’™)
entered an Order i Case No PUE-2004-00111 (“Order”), attached as Appendix A,
directing the Commuission Staff to investigate and audit the existing Gas Supply Asset
Assignment and Agency Agreement (“Agreement” or “AMA") between VNG and 1its
affilate Sequent,' to determine whether the Agreement remains 1 the public interest.
The Commuission also authonzed Staff to retain a consultant to assist in the investigation.
Staff retained the Liberty Consulung Group 2 The Commussion’s Order directed Staff o
focus on three general areas of inquiry dunng its investigation

. Agreement Evaluation
o Evaluate the terms and conditions of the AMA, and
o Recommend any appropnate amendments O [€VISIONS
. Agreement Implementation
o Examine how the Agreement has been implemented by VNG and
Sequent

' On November 30 2000. 1n Case No PUA-2000-00085 the Commussion entered an Order Granting
Approval of 2 Gas Supply Asset and Assignment Agreement between VNG and AGL Energy Senvices

Inc, now named Sequent Energy Management, LP Under the terms of the Agreement, Sequent provides
natural gas supply and asset management services for VNG s non-distribution assets and operales as
VNG s agent for procuring nawral gas supplies

? Henceforth, Comrmussion Staff and the Liberty Consulung Group are collecuvely referred to as ‘Stafl’




»  Agreement Transactions
o Audit transactions made under the AMA (o determine whether 1t
continues to be in the public interest

The Order also noted that 1 granting approval of the Agreement, the Commission
had stated clearly that, “an essential task of the energy manager 1s to find, create, and take
advantage of physical and financial market opportunities by managing VNG’s assets 1n
combimation with other assets to meet the requirements of VNG’s customers and other
markets more efficiently ”

In 1ts evaluation of the Agreement, Staff compared the terms and conditions of
this Agreement to those of other gas purchasing and asset management agreements, based
on Its experience Im examuung such amrangements at other utilities  Staff also
interviewed VNG and Sequent personnel to develop a baseline understanding about how
thewr portfolio design, operation, procurement, and asset management works 1n practice
Finally, Staff compared existing practices to VNG’s practices prior to entenng o the
Agreement with Sequent

To provide an assessment of the implementation of the Agreement, Staff reviewed
and evaluated a senes of VNG/Sequent inter-related functions and activines This
included an evaluation of capacity planning and use to ensure that VNG has not
accumulated excess capacity for the purpose of allowing value creation for Sequent’s
benefit, and to ensure that VNG’s capacity 1s used to mimmize cost to VNG’s customers.
Staff also reviewed VNG affilate company relationshups, wn order to evaluate the
adequacy of VNG’s oversight of services received from affihates

Vanous transactions made under the Agreement were reviewed by Staff in order
to determme (1) whether transacuions are pniced and costed as required under the
Agreement, (11) whether any Agreement pncing and costing methods (even when camed
out 1n accord with the Agreement) disadvantage VNG and/or its customers, (u1) whether
transactions exposed VNG to undue nsk, and (1v) the completeness and accuracy of
transacuion records  The types of transactions reviewed included capacity releases, ofi-
system sales by Sequent, Sequent sales to VNG, Sequent purchases for VNG, storage
deals, and propane transactions

Cooperative Actions Between Staff and VNG

Upon completion of its investigauon, Staff shared its preliminary findings and
recommendations with VNG and Sequent in an effort to resolve any differences and
possibly reach a resolution of the areas of concemn idenufied by Staff. including the
specific terms and conditions to incorporate 1n a revised agreement

Based on extensive discussions and communications between Staff, VNG, and
Sequent, VNG and Sequent agreed on the appropnate revisions that should be made to
the Agreement, to both protect the VNG customer and serve the pubhc interest  The
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resulung work products from this cooperauve effort, as prepared by VNG and agreed 10
by Staff, are attached as Appendices to this Staff Report, specifically

e  Appendix B Draft Revised Agreements
o Asset Management and Agency Agreement
o Gas Purchase and Sale Agreement (attached to the above Asset
Management agreement as Exhibit C)
L Appendix C Work Plan Addressing Other Areas of Concern

This Staff Report incorporates the resolution of 1ssues agreed to by Staff, VNG,
and Sequent

Staff recognizes the significant contribution made by the Liberty Consulting
Group in assisting the investigation Staff also recognizes the sigmificant contnibution
made by VNG and Sequent to reach a resolution of all concemns of Staff

Staff Findings

Staff examined all aspects of the Agreement, its implementation, and its resultir{g
transactions. After an extensive audit and evaluation, Staff identified several areas of
concem and formulated revisions that 1t beheves should be made to improve the
Agreement These areas of concemn are discussed below In addition, the resolution of
each concern, per the proposed revised agreements, is also noted.

Sequent’s Access to VNG Assets

The current Agreement, as wntten, allows the assignment of VING’s assets to
Sequent In practice, however, there 1s no assignment Rather, Sequent acts as VNG's
agent with regard to 1ts gas supply assets Staff believes that an agency relationship 1s
preferable to assignment, as an assignment may limit VNG’s legal nights regarding such
assets

The Agreement also provides for Sequent’s use of VNG’s assets “in furtherance
of Asset Manager’s business strategy ” Staff believes that, in order to protect the
interests of VNG and 1ts customers, Sequent’s use of VING’s assets should be hmited to
those assets remairung after VNG systemn supply needs are satisfied Thus 15 consistent
with Sequent’s current practice

The Agreement states further that VNG's consent to the transfer or assignment of
the Agreement 10 a third-party may not be unreasonably withheld Staff believes that any
such transfer or assignment must first be presented to and approved by this Commission

The attached proposed revised asset management and agency agreement
incorporates the Staff’s preferences regarding these matters




Gas Pricine for Sales to VNG

In providing gas to VNG under the existing Agreement, Sequent 1s authonzed to
pnice gas based on the weighted average index pnice of VNG’s entitlements for gas That
1s, on a given day, gas delivered to VNG 1s not priced on the basis of what 1s actually
taken at each receipt point, but rather at the weighted average of what VNG 1s allowed to
take (1 ¢, 1ts entitlement)  Sequent may capture value by beatung the weighted average
entitlement pomt price  This practice increases the value-sharng benchmark by
weighting gas purchases according to entitlements rather than actual purchases As a
result, value created under the Agreement 1s increased, but results in increased VNG cost
of gas

Staff favors a different approach to pricing VNG’s gas purchases from Sequent
VNG should create virtual (or “logical”) dispatch plans on a conunung basis, as though
1t was actually dispatching the gas, and provide those plans to Sequent Sequent then
schedules actual dispatch in whatever way 1t sees fit, but the price for gas billed to VNG
1s based upon VNG’s own virtual dispatch  Thus, VNG creates and pays for its own
least-cost dispatch plan, and Sequent 1s free to maximuze margins taking that plan nto
account These margins are then shared with VNG through the sharing mechamsm

Virtual dispatch has the advantage of approximating the dispatch that would have
taken place 1f VNG was acquinng its own gas The measure of value under this approach
1s a good approximation of the value attnbutable 1o the asset manager’s actions With
thus approach, however, 1t 1s crucial that the ind1vidual(s) responsible for creating the
virtual dispatch plan at VNG do so 1n an independent manner and act 1n the best interests
of VNG and 1ts customers Under a virtial dispatch method of pricing, VNG must retain
detailed records of the dispatch plans developed and the rationale for such plans.

The proposed revised agreements incorporate a virtual dispatch model for pncing
VNG’s gas purchases

Use of Actual Prices versus Index Prices for Shanng Benchmark and Off-Svstem Sales

One difference between the Agreement and 1its implementation, 1n Staff’s view,
related to the price of gas used in the shanng calculation Staff believes the Agreement
and the Commission’s Order clearly require the use of the actual cost of the gas;
however, Sequent has always used gas pnce ndices as the basis for its shanng
calculation In Staff’s view, actual cost information 1s needed m order to assess the
reasonableness of the 1ndices used Similarly, despite Sequent’s assertion that VNG
benefited from the use of prce indices, without the actual cost of gas Staff was unable 10
venfy whether the amount of revenue shared with ratepayers was correct

As well as using indices for computing the cost of gas, Sequent also used indices
for determiming the shanng pool’s off-system sales revenue for sales at pooling points
Staff found instances where Sequent was crediting the shanng pool at an index pnce, and
then selling that gas to a third-party at a different, negouiated pnce The incremental




profit or Joss that Sequent made was not shared with VNG and 1ts ratepayers Staff
believes that SCqun[ should have credited the shaning pool with the actual pnce that 1t
received from these sales ] )

Whule Staff prefers that all aspects of the shanng calculation be based on actual
prices, Staff also recogmzes the difficulty of venfying actual pnces for VNG gas and for
off-system sales, because Sequent’s gas purchases and sales are not always VNG-
specific  Staff accepts that the revised asset management and agency agreement allows
sharng calculations to be based on indices, with the explicit requirement that detailed
records of all of Sequent’s gas purchases and sales, at each VNG entitlement location, be
mawntained by Sequent This will allow an audit of such actual costs to assess the
matenality of any difference between the actual and the index cost of gas Under the
proposed revised agreements, records must be retained and audit nghts extended for two
years after the agreements expire

As discussed further below, Sequent has also agreed to report the actual cost of 1ts
monthly gas purchases on a quarterly basis to Staff, and to maintain detailed supporting
documents, including all relevant invoices

Gas Storage

In reviewing gas storage operations, Staff 1denufied two areas of concern. The
first relates to the filling of storage during the summer months VNG gives Sequent a
target fill level for its gas storage capacity for the end of the storage-injection season, and
Sequent fills to meet that target as 1t sees fit The pattern 1n the last two years has been
that Sequent has injected greater-than-ratable quantities in the early months of the Apnl
through October fill season, and less-than-ratable quantities 1n the later months of the fill
season Staff believes that use of a ratable fill over the storage injection season would
have resuited in a lower overall cost to VNG In the future, Staff recommends that VNG
dictate the fill pattern to Sequent for pricing purposes, as a part of VNG’s virtual dispatch
plans Staff’s second concern relates to gas storage capacity VNG added 1n 2004 Staff
believes that there may have been an impact on the cost to VNG’s customers as a result
of Sequent’s pattern of filling VNG’s share of that new storage Staff notes that VNG
and Sequent do not agree with Staff’s analysis of this matter VNG's use of virtual
dispatch should also alleviate this concern

Capacity Release

In October of 2002, VNG ended its practice of making gas capacity releases to
large industnal customers for the transport of third-party supphed gas, in order to make
off-system sales to third parties United States Gypsum Company (“USGC”) complained
that this practice was operaung to the financial disadvantage of VNG's system supply
customers, because all of the proceeds of capacily releases flow back through VNG's
purchased gas adjustment clause, while only half of the margins from off-system sales
flow back to customers




Staff reviewed a month of detailed transactions from the time pernod in which
USGC alleged the practice to have occurred The. results of Staff’s audit of February
2003 clearly support VNG’s claim that off-system sales provide greater economic
benefits for VNG customers than capacity Telease  The off-system sale with the smallest
margin vielded $0 43 per decatherm, while other off-system sales appear to have yielded
considerably more  All were more than twice the value of the gas capacity 1n a release
This results because capacity releases are made pursuant to a Federal Energy Regulatory
Commuission tanff which limits the pnce VNG can charge From the perspective of
certain large indusmal customers, capacity release 1s more beneficial than off-system
sales Staff’s analysis, however, was from the perspective of all customers, not just one
class of customers

Indirect Sequent Costs

In 1ts investigation, Staff found that Sequent has provided services 10 AGLSC on
behalf of VNG since early 2001  Sequent passes the cost 1t incurs for these services to
VNG through AGLSC  Staff notes that provisions of the AGLSC/Sequent Agreement
appear to overlap and conflict with services provided to VNG by Sequent pursuant to the
AMA  Staff believes that this overlap produces ambiguities regarding whether Sequent
can or cannot charge certain services to VNG = Staff recommends that the agreements be
redrafied to make one the controlling agreement and to clanfy exactly which services can
be charged to VNG from Sequent 3 Although Sequent and VNG dispute Staff’s
conclusions related to these costs, they have agreed that Sequent will no longer flow
charges to VNG through AGLSC.

Staff, VNG, and Sequent have agreed that Sequent may charge VNG for future
regulatory compliance costs related to the Commussion’s regulation of the proposed
Agreements These charges are not to be included 1n the calculation of the net margin
under the proposed Asset Management and Agency Agreement. and are not to be
recovered from VNG's customers through any gas cost recovery mechanism. Sequent
shall not charge VNG for any costs incurred as 4 result of Staff’s audit in this case

Agreement Structure and Duration

The current Agreement covers asset management and gas purchasing activities
The Agreement also provides for optional renewal upon expirauon without an exphcit
requirement for Commussion approval of renewal  Staff believes that separate Gas

3 VNG has pending before the Comurussion Case No PUE-2005-00025, Application for Approval of 2
Revised Service Agreement under Chapter 4 of Title 56 of the Code of Virgimia (the “Service Agreement
Proceeding™) VNG, in 1ts September 8, 2005, amended Reply to Confidenual and Pubhc Response of the
Staff filed in that case, argues that due to resolunon of Suaff’s concerns regarding the relanonship berween
AGLSC and Sequent in the instant proceeding “the 1ssue of contract approval as raised wn the Pennon for
Reconsideranon will be effectively mooted " While the agreement reached in the insiant proceeding
resolves Stafl"s concerns regarding the possible overlap of services that VNG recenes duecdy from
Sequent and indirectly from Sequent via AGLSC, Stff continues 1o believe that such thurd parny affiliate
arrangements are subject to prior Comrmussion approval pursuant o Chapier 4 of Tatle 56 of the Code of
Virginia




Purchase and Sale and Asset Management and Agency Agreements are preferable The
acuwvities are distinct and should be unbundied

The Company has agreed to have separate agreements and they are attached as
Appendix B The Agreements do not provide for any extensions or renewals VNG and
Sequent prefer that the agreements terminate at the end of a heating season  Staff does
not oppose this, and the proposed agreements would commence on November 1, 2005
and termnate on March 31, 2009

Information Svstems and Intemal Controls

Sequent 1mplemented a new computer-based system of controls and databases
(termed “Endur”) mm October 2004 that has improved internal processes and related
controls sigruficantly The Company’s transaction processing and controls continue to
evolve and improve Staff’s audit did find evadence of data entry and recording errors
These errors, however, were immatenal in aggregate

The implementation of Endur was a sigmficant step forward in improving
Sequent’s mternal controls and transaction databases As a result of Staff’s audit,
Sequent has agreed to implement a process for reconciling the prices and volumes of off-
system sales at VNG’s citygate delivery points with the pnices and volumes that the value
shaning pool receives Sequent has made a commuitment to continue to improve s
controls and transaction processing, and has agreed to report on 1ts progress on a
quarterly basis

VNG Oversight of the Apreement

Staff recommends that VNG establish a small management/operational group
responsible for effective management oversight of Sequent’s performance and operaung
practices affecting VNG, assign specific duties and responsibilities to the group, and
establish specific goals for gas cost containment

The Company has agreed to greatly strengthen 1ts oversight of Sequent acuivities
An outhne of the steps to be taken to improve VNG’s oversight, and related operational
roles, are outhned in the Company’s work plan for improvement, as contained 1in
Appendix C of thas Report

Recordkeeping y

Staff and the Company have agreed that, although gas pncing shall be based on
pubhshed index pnices in the proposed revised agreements, Sequent shall maintain
detailed records of the weighted average gas prices for Sequent purchases from and sales
to third-partes, at each locauon, so that Staff may audit such costs and compare such
prices to the index prices These records, as well as all records related to transactions
executed pursuant 1o the agreements, shall be maintained for a mimimum penod of two
years after the agreements terminate The Comumission has full audit, examinanon,




review, and supervisory authonty under Chapter 4 of the Code of Virgima for Sequent
records for the same penod of time

Reporune to the Commuission

In Staff’s view, current reports to the Comnussion should be changed to provide
more relevant information necessary to monitor Sequent’s performance effectively
VNG and Sequent have agreed to work with Staff towards implementing changes 1o how
information on activities conducted under the agreements 1s reported, to be effective at
the commencement of the revised agreements Staff’'s specific recommendations on
changes to report content are outhined as follows

Clear, comprehensive reporting of net effects of storage arbitrage

e  Backup data for the following three storage arbitrage items reported
currently storage revenue, storage costs, and realized financial gains

»  Prowvide a separate work sheet that reports at a minimum the following, for
each month (1) pnces and volumes of gas injected 1nto storage, (2) prices
and volumes of gas withdrawn from storage, (3) WACOG for gas in
storage, (4) market-to-market value of outstanding (financial) positions, and
(5) summary of actions taken during the month, including physical gas
bought, physical gas sold, financial positions settled, and incremental
storage activity Also provide a clear explanation of the computatonal logic
m Work Sheet C and the Work Sheet on Storage Fill Pncing (sornetimes
labeled I, sometimes J, and sometimes K).

Staff also recommends the following techmical changes to the report

. The Quarterly Report currently does not provide enough clanty to Staff due
to the sigmuficant amount of techmical jargon and confusing language that 1s
used Staff recommends the development of a glossary that clearly defines
all of the technical terms used in the Quarterly Report

. The Quarterly Report 1s based on a calendar year while the value sharing
mechamsm 1s based on a November — October 31 contract year  Staff
believes the reporung penod and the contract period should be
synchromzed To accomplish this, a final report for the current Agreement
that expires on October 31, 2005 will be filed with acuvity for the month of
October 2005 only  This will complete reporing under the current
Agreement The next Quarterly report shall report the months of November
and December 2005 and January 2006 and will be the first report under the
new agreements Quarterly reporung will continue thereafter

e  The Quarterly Report’s exhibits are not arranged i order of prnionty
Exhibit 3 1s redundant Staff recommends the following changes and

rearrangerent

o Exmibit 7, value realized year to date (no change)

o Combine Exhibits 3 & 6 Use the last hine of Exhibit 3 as a summary
page, and then use Exhibit 6 as backup or suppont Eliminate Tier O,




since 1t 1s no longer used Break out capacity costs separalely 1n gas
costs section of Exhibit 6. Consider combining revenues from VNG
sales and tevenues marketmg-' into new subtotal, which 15 then
compared to gas costs Elmminate the column showing allocated
margins

0 Exhibit 1 Commodity Use Exhibit 2 as a supporting document.

o Exhbit 4 Capacity Release (no change)

o Exhibit 5 Capacity Costs (no change)

e  Staff recommends submitung the Quarterly Report 1o hard copy and on a
CD in Microsoft Excel format

In order for Staff to monutor effectively the execution of a virtual dispatch pricing
methodology, as proposed in the revised gas purchase and sale agreement, the followang
additional information should be reported

. The detailed virtual dispatch plan for each day and the resulting cost to
VNG
Sequent’s dispatch results for each day, for companson purposes
An explanation of any deviation 1n the virtual dispatch plan’s cost from
Sequent’s actual dispatch costs greater than 10% for any month

In order for Staff to monutor the use of index pnicing for shanng calculation
purposes, Sequent should report the average weighted cost of its monthly baseload
purchases at VNG entitlement points and supporting calculations. Sequent should also
maintain data that will allow Sequent and/or Staff to compute the average weighted cost
of 1ts daily purchases

In addition, Sequent and VNG should report, on a quarterly basis, their progress
addressing Staff’s findings regarding data recording errors

The Company has agreed to implement Staff’s recommendations and the
proposed revised agreements mclude the above reporting requirements  Staff agrees that
all reports described above will be filed on a confidential basis, given the sensitive
commercial nature of the data contained therein, unless otherwise ordered by the
Commission

Final Agreement

As previously discussed, duning 1ts audit and investigauon Staff idenufied certain
1ssues of concern related to the current Agreement The Staff, VNG, and Sequent worked
together to tesolve all of these issues by revising the Agreement 10 address Staff’s
concerns, as well as an imtial up-front payment of $1.000,000 from Sequent to VNG's
customers that will be paid via VNG’s Actual Cost Adjustment in the first quarter of
2006




Conclusion

Staff believes that the proposed Asset Management and Agency Agreement and
attached Gas Purchase and Sale Agreement sufficiently address the concems raised
regarding the current Agreement. Staff believes that the changes to be made at VNG and
Sequent, as outlined in this report and the appendices to this report, provide the basis for
satisfactory 1mplementauon and momtoring of the revised agreement Accordingly, Staff
believes the revised agreements, attached as Appendix B, are 1n the public interest and,
therefore, meet the test of the Affihates Act.* Further, Staff supports the Commission’s
approval of the Asset Management and Agency Agreement and attached Gas Purchase
and Sale Agreement, as well as the initial ap-front payment, and recommends that the
Commusston find that all 1ssues relating to the audit and 1nvestigation have been resolved
as descnibed 1n this report and that this investigation be closed.

* Section 56-76 e1 seq of the Code of Virgima (the “Affiliates Act”) requires that the Comrrussion approse
all affiliate agreements as being 10 the public interest prior o 4 utility entering Into such agreements
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COMMONWEALTH CF VIRGINIA

STATE CORPORATION COMMISSION -

AT RICHMOND, SEPTEMRBER 29, 2004

A
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COMMONWEALTH OF VIRGINIA, ex rel

STATE CORPORATION COMMISSION
CASE NO. PUE-2004-00111
Ex Parte, In Re Invesugation of gas supply asset
assignment and agency agreement between
Virgima Natural Gas, Inc., and Sequent Energy
Management, L.P., fk/a AGL Energy Services, Inc

ORDER ESTABLISHING AUDIT AND INVESTIGATION

On November 30, 2000, the State Corporation Commussion ("Comrrussion”) granted
approval' of an energy services agreement ("Agreement™) between Yirguua Natural Gas, Inc
("VNG"), and AGL Energy Services, Inc, now known as Sequent Epergy Management, L.P.
("Sequent™). Under the terms and conditions of the Agreement, Sequent provides natural gas
supply asset management services for VNQ’S non-distnbution assets and operates as VNG's
agent for procuning natural gas supphes. As ooted 1 the November 30, 2000, Order Granting
Approval, an essential task of the energy manager 15 to find, create, and take advantage of
physical and financial market opportunities by managing VNG's assets 10 combination with other
assets to meet the requirements of VNG's customers and other markets more efficiently By
allowing VNG to obtain natural gas procurement and asset maoagement services from a
consolidated and centralized source, the Agreement was designed to allow VNG to take
advantage of economies of scale and other business efficiencies that would minimize the poce of

natural gas to VNG and 1ts customers.

! See Application of Vargimie Nawral Gas, Inc , and AGL Epergy Services, lnc , For anproval of an Energy Services
Apreement upder Chapter 4 of Tatle 56 of the Code of Virpania, Case No PUA-2000-00085, 2000 S C C. Amn. Rep

240 (hereafier Case No PUA-2000-00085)




The Commuission's November 30, 2000, Order Granting Approval in Case No. PUA-
2000-00085 required VNG and Sequent to file _quarterly:‘reporrs with the Commuission's Divisions
of Public Utility Accounting and Energy Regulation to facilitate the Commussion Staff's ("Staff™)
review and momtoring of the Agreement The Commussion further retained the authority to
exarmuae the books and records of any affiliate of VNG, whether or not regulated by the
Commussion, to facilitate the Staff's review of the parties’ conduct under the Agreement and to
ensure that the Agreement remained 1n the public interest.

On May 4, 2004, a Petition was filed by United States Gypsum Company ("USGC")
requesting an audit and investigation of the Agreement approved in Case No PUA-2000-00085.
USGC's Petition was docketed in Case No. PUE-2004-00050.7 Tthus Petition alleged that VNG
and 1its agent and affiliate Sequent have mismanaged VNG's assets under the Agreement to the
detnment of VNG's firm and transportation custorners. On September 20, 2004, the Commission
entered an Order 1n Case No. PUE-2004-00050 granting USGC's Petition to the extent it
requested that the Staff further audit and investigate the Agreement to determine whether the
Agreement remains in the public interest

NOW THE COMMISSION, upon consideration of the foregowng, hereby dockets this
matter and directs 1ts Staff to further audit and mvestigate the Agreement approved i Case No
PUA-2000-00085 and to file a Report addressing whether the Agreement remains 1 the pubhic
mnierest The Staff is authonzed to hure an outside consultant {o assist in the audit and
nvestigation, if necessary. VNG and Sequent are directed to cooperate wath the Staff and to

furmsh all information requested by the Staff so it can complete its investigaton 1n an efficient

? See Pennon of Umited Stares Gypsum Company v_Yargma Nanmal Gas, Inc . and Sequent Energy Management
/3 AGL Energy Services, Inc , Case No PUE-2004-00050, Doc No 0405340167, Prelumimary Order (May 28,
2004) (bereafier thus matter wall be referred to as Case No PUE-2004-00050)

(3]




and timely manner In order (o facihitate prompt and efficient discovery by the Staff, we wall
shorten the response time for VNG's and Sequent's answers to Staff interrogatones and data
requests to seven (7) business days No persons other than the Staff shall have discovery nghts
pending the filng of the Staff's Report

Finally, depending on the nature of the Staff's Report and the findings and
recommendations theremn, we anticipate 1ssuing an Order scheduling any further proceedings in
this matter, including possible provisions for a public hearing.

Accordingly, IT IS ORDERED THAT

(1) This matter shall be docketed and assigned Case No PUE-2004-00111

(2) On or before March 15, 2005, the Staff shall investigate the Agreement approved 1n
Case No. PUA-2000-00085 and file an oniginal and fifteen (15) coptes of a Report with the Clerk
of the Commussion containing the Staff's findings and recommendations on whether the
Agfecment remains o the public wnterest. The Staff's investigation shall, among other things.
(i) review the terms and conditions of the Agreement and determine whether any amendments or
revisions to the Agreement are necessary, (1) examine how the Agreement has been
implemented by VNG and AGL Energy Services, Inc /Sequent; and (111) audit transactons
undertaken by VNG and AGL Energy Services, Inc /Sequent under the Agreement 1o deterroine
whether the Agreement continues to be 1 'the public interest A copy of the Staff Report shall be
contemporaneously served upon VNG and Sequent

(3) VNG and Sequent shall respond to wntten interrogatories within seven (7) business
days after the receipt of the same. Except as modified 1n this Order, discovery shall be 1n
accordance with Part VI of the Commission's Rule; of Practice and Procedure

(4) This matter 1s continued pending further order of the Comrmssion

wI




AN ATTESTED COPY hereof shall be sent by the Clerk of the Commuission to
John W Ebert, Esquire, and Elizabeth B ‘Wade, Esquue?, AGL Resources Inc., Ten Peachtree
Place, Atlanta, Georgia 30309, Edward L Flippen, Esquire, and Anne K Dailey, Esquire,
McGureWoods LLP, One James Center, 901 East Cary Street, Richmond, Virgiua 23219;
C Meade Browder, Jr., Semior Assistant Attorney General, Division of Consumer Counsel,
Office of the Attorney General, 900 East Man Street, Second Floor, Richmond, Virgimia 23219,
Louis R. Monacell, Esquire, and Brian R. Greene, Esquire, Chnistian & Barton, L.L.P., 909 East
Main Street, Suite 1200, Richmond, Virginia 23219-3095; and the Commission's Office of

General Counsel and Divisions of Public Utihty Accounting, Economics and Finance, and

Energy Regulahon
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ASSET MANAGEMENT AND AGENCY AGREEMENT

THIS ASSET MANAGEMENT AND AGENCY AGREEMENT (“Agresment”)
1s made, entered mto, and effective as of November 1, 2005 by and between Virgima
Natural Gas, Inc (“VNG”)] and Sequent Energy Management, LP (“Asset Manager’ or
“Sequent”), both VNG and Asset Manager sometimes referred to herem collectuively as
“Parties” or singularly as “Party”

WHEREAS, n order to facilitate the management of VNG’s physical assets (the
“Physical Assets”) and contractual assets (the “Contracts”) listed on Exhibit A (collectively,
the “Assets™), the Parties agree that Asset Manager will assume such obligations and act as
agent for VNG, as necessary to effectuate such purpose;

WHEREAS, 1n connection with 1ts role as Asset Manager, the Parties have agreed
to enter mto a gas purchase agreement designed to meet the firm full gas supply -
requirements of VNG under favorable terms and conditions throughout the term of this
Agreement,

WHEREAS, to the extent certain Assets may be unused after Asset Manager has
supphed VNG’s full gas supply requirements, Asset Manager 15 willing to assume the
obligations and nsks that may lead to financial loss which accompany the potental for
financial gain 1n connection with the value optimization of such otherwise unused assets,

WHEREAS, Asset Manager acknowledges that it 1s obligated at the end of the term
hereof, or upon earhier termnation pursuant to the terms hereof, to discontinue 1is
management of the Assets which are subject to this Agreement,

WHEREAS, Asset Manager acknowledges that 1t 1s paramount 1n 1ts role as Asset
Manager, that 1t take no action nor omut to take any action, under any Circumstances, the
result of which would impair or adversely affect the rehability of VNG’s system or service
10 11s firm customers, and

NOW, THEREFORE, 1n consideration of the mutual agreements, covenants and
conditions herein contained, VNG and Asset Manager agree as follows

1. Agency To the extent required 1o manage the Assets, Asset Manager shall
be VNG’s exclusive agent for the purposes set forth herewn, and Asset Manager hereby
agrees to such appointment and authonzation In order to effectuate Asset Manager's
authonty to act as VNG’s agent, the Parties agree 1o execute such documents that may be
required {rom tme to time which evidence such agency or authonty of Asset Manager

! AGL Services Company ( AGLSC") acts on behal{ of VNG pursuant t0 an agreement berween VNG and AGLSC approv ed by
the VSCC in Case No PUE 2005-00025




2. Duties. As Assel Manager and Agent for VNG, Assel Manager shall
perform 1ts duties i 2 prudent mannet consistent with usual and customary standards 1n the
industry and shall have the anthonty to undertake the following

(a) Manage the VNG's Assets as listed 1 Exiubit A, as well as any additional
physical or contractual assets acquired by VNG dunng the Term of this Agreement (upon
acquisition or disposion of such assets, VNG shall provide a revised Exhibit A to Asset
Manager within 7 business days of any such revision); provided, however 10 all matters
concermung the dally deployment of VNG’s Assets under this Agreement, VNG and Asset
Manager shall confer n accordance with the Daly Operational Procedures set forth 1n
Exhibit B The Parties also agree that 1n order to protect the integnty of VNG’s system.
VNG will consider Asset Manager's plan, but ultmately shall determune the optumum daily
deployment of such Assets. Further, Asset Manager shall comply with all Virgima State
Corporation Commission (“VSCC’) orders, provided VNG shall file with the VSCC on or
before November 1, 2005, an applicauon to terminate amy restnctions on the use of VNG’s
propane assets \dentified 1n Exhibit A as an asset to be used herein,

(b) Following the determmation of the daily deployment of VNG’s Assets,
Asset Manager shall be responsible, consistent with the terms of this Agreement and the
underlying agreements pertaimng to the Contracts, to manage the use of such Assets, acung
in 1ts capacity as agent for VNG, including the use of such Assets in transactions with third
parties, provided, however, in a1l matters concerning the daily deployment of VNG's
Assets, VNG and Asset Manager shall confer on a daily basis and coordinate such daly
asset deployment, as S€t forth 1n paragraph 2(a) above,

(c) Prudently manage on behalf of VNG, VNG’s storage |nventory accounts in relation
to the Contracts shown 1n Exhibit A, and to cycle and trade such nventory as Necessary and feasible 1o
attempt to maximize the benefits of such inventory, including, without limitation, the injection and
withdrawal of natural gas from nventory on VNG’s behalf consistent with and 1n accordance with the
provisions of this Agreement, and the Gas Purchase and Sale Agreement (a cOpY of which 1s attached
hereto as Exhubit C) executed by the Parties  VNG’s daily withdrawal nights will remain unaffected by
Asset Manager’s management of the storage capacity Further, VNG shall determine the proportion of
1ts underground storage capacity that 1t will retain for 1ts custorner requirements and inform Asset
Manager of the retained quantity by March 25 of each year This retained quantity of storage capacity
shall be Logically filled by October 31 of the same year, as directed by the VNG In addiuon,
Columbia’s X-133 agreement (Chesapeake I_NG) must be filled physically 100% and other market
area storages between 90 and 95% by October 31 of each year, unless otherwise directed by VNG or
permutted by the pipeline  Assel Manager will be solely responsible for replacing any ga2s i storage
that 18 borrowed by Asset Manager Such use by Asset Manager will 1n no way reduce VNG’s Logical
available storage 1f, at the termination of this Agreement, VING’s Physical storage balances do not
equal the VNG’s Logical storage balances, determined by individual storage provider, VNG shall have
the following opuions for deficiencies in Physical storage quantities. VNG may, at 1ts sole discretion,
require Asset Manager 10 1nject those quantities into storage Junhe the subsequent month(s) or require
Asset Manager to pay for those quaniiiies at e ' A

For
ove this

ertore

surpluses 1o Physical storage, VNG may at its sole discretion, require Asset Manag




gas from VNG’s mnventory duning the subsequent month(s) or sell gas in place to VNG

If VNG destres, other remedies between the Parties can be negotiated.

(d) To sell gas or release capacity from time to time to third parties as agent
for VNG, which transactions utilize the Assets of VNG which would not be required to
meet the firm full gas supply requirements of VNG and would otherwise be unused  Assel
Manager will make reasonably prudent efforts to maximize the value received from such
sales and releases In addition, Asset Manager shall not effectuate the release of any
capacity or enter into any gas transactions with third parties which are not subject to recall
provisions under the tanff of the apphcable pipeline or that impair in any way whatsoever
the use of VNG’s Assets without pnor approval of VNG, and;

(e) Take such other action on behalf of VNG where appropniate as the Parties
may agree upon from tume to time The Parties agree that authonzation for such actions
need not be reduced to a written agreement and mcorporated 1nto this written Agreement,
provided, however, any wntten confimmation of such action shall be faxed or emailed
between the Parties

3. Monthly Reports At the wntten request of VNG, Asset Manager will
provide VNG with monthly management reports 1n a form, including supporting data,
satisfactory to the VNG, detaihing all activies undertaken for VNG pursuant to this
Agreement, including, but not limited to the monthly revenue and expenses associated with
such activities and any balancing accounts with the pipelines

4. Consideration for Management Services In consideration for the services
provided hereunder, the Asset Manager shall pay or cause to be paid to VNG a portion of
the Net Margin, as defined in Exhubit D In addition. Asset Manager agrees to execute a full
requirements gas supply agreement for VNG m the form attached hereto as Extubit C to
meet the firm gas supply requirements of VNG as such requirements may be determined
sfrom time To time dunng this Agreement, up to VNG’s contractual or physical asset
constraints [N B L e S N

Asset Manager agrees to bear all other costs associated with
providing services under this Asset Management Agreement and the Gas Purchase and Sale

- Agreement (Exhibit C), including, but not himited to, any costs associated with scheduhing
and nominations, except as otherwise specifically provided for herein

5. Net Margin  Net Margin shall be created by off-system sales (OSS),
capacity release, storage transactions, and transportation Opltimizalion Net margin 15 all
revenues net of expenses attnbutable to the service performed by Asset Manager and shall

. be deterrmuned, separately accounted for (the “VNG Book”) and shared with VNG 1n
accordance with the procedures set forth in Extubit D The VNG book shall be the book of
record mainiamned by Asset Manager to record all transactions associaied wiath this
agreement Asset Manager shall honor all existing capacity release agreements VNG has
with 1ts custorners, provided, however, any revenue from such releases shall be included 1n
the calculation of Net Margin 1n accordance with Exhibit D Asset Manager shall account




{or all transactions which are subject to the Net Margin calculation sel forth in Exhubit Dn
the VNG Book and shall maintain appropriate accounting and supporting documentation for
the Net Margin computation Wwithin forty days following each contract quarter, Assel
Manager will prepare and submut to VNG for filing with the VSCC a report consistent with
the directives of the VSCC, which reflects the current calculation of the Net Margin realized
as a result of Asset Manager’s undertaking 1n accordance with thus Agreement. The
nformation contaned 1n the quarterly reports shall include the following information
related to Asset Manager’s purchases of gas for Customer at index prce 1 accordance with
Exhibit C (1) the total costs for all gas purchases made by Customer at the flat FOM Index
Prce, for each of the pooling pomnts where Customer has firm receipt entitlements, (11) the
total costs for all gas purchases made by Customer at the flat DICOG, for each of the
pooling points where Customer has firm receipt entitlements, for swing delivenes, and (1)
the total costs for all gas purchases made by Customer for Logical storage injections based
on pricing as directed by Customer. Further, the guarterly report shall also mclude the
following nformation related to the management of Customer’s Assets a sumimary of all
transactions associated with the optimization of Customer’s transportation and storage assets
as well as all other commodity transactions petween Customer and Asset Manager

Thys information shall be provided for monitonng purposes only and shall not
be used to calculate pnices to Customer for gas under Extubit C

6 Penalties/Imbalance Charges Asset Manager shall bear sole financial
responsibility for any penalties of damages under any Agreements or Assets 10 the extent
such penalties or damages result from the Asset Manager’s failure to perform any obligauon
for which 1t has assumed or been assigned responsibility under this Agreement — Assel
Manager shall bear sole financial responsibility, and shall pay to the applicable pipeline
company (or reumburse VNG if VNG 18 required to pay) any imbalance or overrun penalty,
cost, charge, or cash-out cost (collectively referred to 1n this Agreement as an "Imbalance
Charge") assessed as 2 result of an over-delivery or under-delivery of gas Notwithstanding
the foregoing, the Asset Manager shall bear 1o such responsibility for any Imbalance
Charge to the extent that an Imbalance Charge 18 assessed as a result of Asset Manager's
following VNG's wntten or verbal instructions

7. Not a Qar’[rlcrshig This Agreement 1s 1ot intended to create, and shall not be
construed to create, any relationship of partnership or joint venture between the Parties
VNG shall, upon request by the Asset Manager, execute such additional powers of antorney
or other instruments as may be necessary to enable Asset Manager to carry out 1ts
responsibilities and give effect to the terms of this Agreement

8. Unenforceability If any provision of this Agreement 1S determined 1o be
invahid, 1llegal or otherwise unenforceable for any reason by a court or regulatory authonty
of competent junsdiction, and 10 the event that the overnding purpose of this Agreement 1s
not frustrated by such deterrmination, the remaining terms and conditions of this Agreement
shall remain 1n full force and effect to the fullest extent permitied by law In the event this
Agreement remams 1n ful] force and effect, the Parties agree 10 make a good farth effort to




replace, modify or amend the affected provisions The obligation to perform all of the terms
and conditions shall remain m effect regardless of the performance of any inpvahd term by
the other Party

9. Governmental Out Either Party may terminate this Agreement 1n the event g
that any governmental entity or agency having junisdiction, including but not limited to the ‘
Federal Energy Regulatory Commssion, the VSCC or the Virgima Legislature, changes 1ts
statutes, regulations, or issues an order which (a) sigmficantly restricts the transactions
contemplated in this Agreement, (b) requires VNG to assign to 1ts customers portions of the
Contracts subject to this Agreement, or (c) significantly and matenally modifies the nature
of the services provided by Asset Manager Provided, however, 1n the event such action(s)
occurs the Parties will first endeavor to mutually agree on revisions to this Agreement 10
comply with such regulatory changes In the event such termination occurs as provided by
this Article, the Parties agree that any penalties compensation Or eXpenses attnbutable to the
early withdrawal of gas, removal of Assets or otherwise associated with the termination of
this Agreement will be mutually agreed to by the Parties

10. Issue Resolution In the event 1ssues or questions arise between the Parties
or among individuals having responsibility (e g personnel of either Party from gas
operations, accounting, regulatory or commercial business functions) for any matter that
affects the implementation of a prowvision of this Agreement, the Parties agree that the
following steps shall be followed for resolution of such issues (1) the personnel directly
1nvolved 1n the day to day undertakings giving nise to the 1ssues shall meet and, based upon
the resource and reference materials available to the Parties, will determine if a mutually
agreeable resolution of the issue(s) 1s possible If a resolution of the 1ssue(s) 1s reached, a
memorandum will be wntten to AGL Services Company, office of the General Counsel,
which 1dentifies the 1ssue(s) and the resolution, or (2) if a resolution of the 1ssue 1s not
reached within five (5) days of the date the Parties meet to resolve the issue, a memorandum
to AGL Services Company, office of the General Counse] shall be submitted which outhines
the matter(s) that require clanfication or may be in dispute Based upon the information
contained in the memorandum and any other data or facts gathered subsequent to the request
for resolution, the General Counsel or his representative for AGL Services Company, shall
resolve the 1ssue(s) mnvolved Resolution of any 1ssue(s) shall be confirmed 1n wnting and
communicated to the Parties All communications regarding the resoluton of any 1ssues
shall be retamed by the AGL Services ‘Company Legal Department as pnvileged
information

11.  Term The term of this Agreement shall commence on the effecuve date of the
Agreement and terminate on March 31, 2009 unless terminated prior to such date pursuant to the
provisions of this Agreement Either party may terminate this Agreement for a matenal breach of the
Agreement by the other party that remains uncured twenty (20) days after receipt from the non-
breaching party of notice of such breach Notwithstanding the foregoing, the terms and conditions of
this Agreement shall survive solely as to any individual transactions under this Agreement that had
previously been approved by VNG 1n effect as of the date of such termination until such transactions
are terminated or expire at the earliest date permitted by their terms VNG, upon wntten notice 1o the




Asset Manager, may at any tume demand that Asset Manager discontinue Jts management of the Assets
that are the subject of this Agreement for any reason including, but not limited to, an Order by the
VSCC directing VNG to discontinue this Agreement.

12.  Indemnity Each Party ("Indemnitor”) shall indemnufy, defend and hold harmless the
other Party ("lndemmutee"), and 1ts officers, directors, employees, heirs, successors and assigns from
and agamst any and all thard-party claims, demands, suits, actions, habihties, losses, damages,
judgments, and legal or other expenses (collectively "Claims") that may anse directly from or in
connection with the performance of non-performance of Indemuitor's obligations under this
Agreement If a claim 18 asserted or action brought against Indemnitee as to which 1t beheves 1t 1s
entitled to indemmification under this Article, Indemmnitee shall promptly potify Indemnitor in wnung
of such Claim Prompt notice as contemplated 1n the preceding sentence shall mean such notice as
would be required to enable Indemmitor 10 assert and prosecute appropnate defenses relative to such
Claim or action 1n & timely manner. If Indemnitee fails to give Indemmtor prompt notice of any claim
or action as provided 1 this Section, Indemnitor shall have no obhigation to indemmfy pursuant to this
Article Upon receipt of a notice of request for indemmification, Indemmitor shall promptly make a
determination of whether 1t 1s required to indemmfy and shall promptly noufy Indemnitee 1n wrinung of
that deterrmnation Notwithstanding the foregoing, the indemmnification under thus Section shall not be
available with respect to any claim to the extent any claim results from the gross neglgence, breach or
willful misconduct of the Indemnitee

13. Conflicting agreements VNG will not, during the term of this Agreement, contract
with any other party or entity for services that duplicate the services provided by the Asset Manager
under thus Agreement and the Asset Manager shall serve as VNG's exclusive Asset management agent
Moreover, VNG agrees that, dunng the term hereof, 1t will not undertake any Asset management
ymtiatives on or for 1ts own account €xcept for any Assel managemnent activities permitied by VNG’s
taniff, and Asset Manager agrees that during the term hereof, 1t will not undertake to manage any assets
that may conflict with its responsibility to perform 1ts obligations under this Agreement.

14. Confidentiality The commercially sensitive terms and condruons of this Agreement
shall remain confidential during 11§ term and peither Party shall disclose any of the terms, conditions,
obligations, duties, promises, benefits or habilites set forth in this Agreement without the express
prior wnitten permission of the other Party. This Agreement may be filed with the VSCC under seal,
or with any other regulatory agency OT body having junsdicuon 1in accordance with applicable
procedures designed to ensure the trade secret and confidential status of the Agreement, 1o the extent
required In addition, each Party shall be free to disclose such facts as may be required by applicable
statute, rule, regulation, court, O regulatory body, or as may be necessary 1o 1mplement the agency
established by this Agreement, including disclosure to the pipelines lumited to the existence of this
Agreement, without need of securing the pnor permission of the other party The Parties agree
however, that either Parly may require any third party to execute an acceptable Confidenuehty
Agreement pnot to s receipt of this Agreement and/or disclosure of any of 1its terms. conditions
obligations, duties, promises, benefits or iabilities contained herein

15. Force 'ﬁ{a['eure. If erther Party 1s rendered unable. wholly o7 in part, by Force Majeure 10

perform 1ts obligations under this Agreement, other than the obhgauon to make payments then. or




subsequently, due attributable to Gas delivered pnor 1o the event of Force Majeure 1t 15 mutually
agreed that performance of the respective obligations of the Parties, so far as they are affected by such
Force Majeure, shall be suspended without hability from the inception of any such nabihity until 1t 1s
corrected but for no longer penod  No Party shall, however, be required against its will to settle any
labor disputes.

15.1 The term “Force Majeure” means an event that (1) was not within the control of the
Party claiming 1ts occurrence; and (1) could not have been prevented or avoided by such Party through
the exercise of due dihgence Events of Force Majeure include, without himitation by enumeration.
acts of God, earthquakes, epidemucs, fires, floods, landshides, hghtemng, hurncanes, numbered or
named storms by the U.S National Weather Service, washouts and other similar severe natural
calamiuies, acts of public enemy, wars, blockades, insurrections, nots, civil disturbances, explosions,
breakage or freezing of lines of pipe used to enable Asset Manager to deliver or VNG 10 receive or
subsequently transport or use Gas under this Agreement, imposition by a regulatory agency, court or
other governmental authonty having junsdiction of binding laws, conditions, hmitations, orders, rules
or regulanons that prevent or prohibit either Party from performing, provided such governmental
action has been resisted 1n good faith by all reasonable legal means, or any other cause of a similar

type.

15.2  Neither Party shall be enutled to the benefit of provisions of Force Majeure to the
extent performance 1s affected by any or all of the following circumstances (1) the curtailment of
nterruptible or secondary firm transportation, (1) the Party claiming excuse failed to remedy the
condition and to resume the performance of such covenants or obligations with reasonable dispatch,
(1) economic hardship, and (1v) the loss of storage facilities, in whole or in part, unless, and only to
the extent that, such occurrence results in, or 1s the direct result of, a recognized Force Majeure event
under the underlying Storage Agreement (listed in Exhubit A) for the storage service provider -

15.3  The Party whose performance 1s prevented by Force Majeure must provide prompt
notice to the other Party Imitial notice may be given orally, however, wntten notification with
reasonably full particulars of the event or occurrence 1s required as soon as reasonably possible Upon
providing wntten notification of Force Majeure to the other Party, the affected Party will be relieved
of 1ts obligation to make or accept delivery of Gas as applicable to the extent and for the duration of
Force Majeure, and neither Party shall be deemed to have failed 1n such obligations to the other dunng
such occurrence or event However, due to the paramount supply obligations of VNG to its
customers, any declaration of Force Majeure by Asset Manager must be first approved and
accepted 1n writing by VNG in 1ts sole discretion, before apy such declaration of Force Majeure
by Asset Mapager shall take effect between the VNG and Asset Manager Prowided, however,
such approval and acceptance shall not be unreasonably withheld In addition, once Customer has
recerved a timely wntten notification from Asset Manager, 1f Customer does not approve and accept or
reject such declaration of Force Majeure within two business days, Customer shall be deemed 10 have
approved and accepted such declaranon  Absent VNG’s wntien approval and acceptance of a
declaration of Force Majeure by Asset Manager, or waiver by VNG as set forth herein such Force
Majeure declaration shall have no legal effect between VNG and Asset Manager




16. Adequate Assurance When reasonable grounds for msecunty of performance anse, \ NG
may demand adequate assurance of performance Adequate assurance shall mean sufficient secunty in
the form and for the term reasonably specified by VNG, including, but not himited to, a standoy
irevocable letter of credit, a prepayment, a secunty interest 1D an asset acceptable to VNG or
performance bond or guarantee by creditworthy entity  In the event Asset Manager shall (1) make an
assignment or any general arrangement for the benefit of creditors; (1) default in any performance
obhgation 10 VNG, (u1) file a petiion or otherwise commence, authorize, or acquiesce In the
commencement of proceeding or cause under any bankrupicy or simular law for the protection of
creditors or have such petihion filed or proceeding commenced agamnst 1, (1v) otherwise become
bankrupt or insolvent (however evidenced), or (v) be unable to pay its debts as they fall due, then
VNG shall have the night to either withhold and/or suspend payment, and/or terminate this Agreement
without prior notice, 1n addition to any and all other remedies available hereunder

17. Damages Neither Party shall be hable for pumtive, exemplary, consequential or
incidental damages ansing from any breach or default under this agreement or from any act or
omssion under or 1 connection with this agreement except as otherwise set forth herein or in the Gas
Purchase and Sale Agreement

18. Assignment This Agreement shall be binding upon and ure 1o the benefit of the
Parties, their successors and assigns Neither Party shall assign this Agreement without the pnor
written consent of the other Party, which consent may be withheld at a Party's sole discretion, and
prior approval by the VSCC, provided, however, that either Party may assign this Agreement to a
wholly-owned affiliate or an entity that succeeds as a result of merger or reorgamzation without the
consent of the other Party subject to prior VSCC approval so long as such wholly-owned affiliate or

other entity agrees 1n wnting to be bound by the terms of this Agreement following such assignment

19. Necessary Authorizations. The Agreement 1s subject to all present and future valid
orders, rules, and regulations of any regulatofy body having jurisdiction Each party represents that it
has all necessary regulatory and other governmental authonzations for the transactions contemplated
hereunder The Parties agree to tmely make all regulatory filings, including quarterly reports, that may
be needed to effectuate this Agreement

The Parties further agree that they will carry out their respecuve oblgations hereunder, 1n
comphance with all vahd and exisung laws, orders, rules or regulatory requirements currently n
existence or which may be enacted in the future

19.1  The Parties expressly recognize that VNG may have certain reporung requirements to
the VSCC 1n connection with this Agreement. Asset Manager expressly covenants to hmely provide
to VNG any nformation 1n 1ts possession necessary for such reports and 1n no event to provide such
information to VNG no less than five (5) days pnor to the due date for such reports, provided how ever
that Asset Manager be given no less than seven (7) days to respond after a request for informauon

20, Notice/Waiver The failure of a Party to give notice to any other Party or to take anv
other steps in exercising any nght, or in respect of the breach or not of any provision of this
Agreement. shall not operate as a waiver of that nght, breach or provision nor shall any single or




partial exercise of any nght preclude any other or future exercise of that nght or the exercise of any
other nght, whether 1n law or in equity or otherwise

20.1  Any notice, request, demand or statement which either Party may desire to give 1o the
other, shall be in wnting and may be mailed by registered or certified mail, return receipt requested, 10
the post office address of the Parties shown below, or by facsimile transmission followed by wntten
confirmation by regular mail, unless otherwise provided 1n this Agreement

ASSET MANAGER Notices
Sequent Energy Management, L.P
Attn- Managing Director, Asset Management
1200 Smuth Street, Suite 900
Houston, Texas 77002,
Phone (832) 397-1731
Telecopy (832) 397-1709

QOperational Matters

Sequent Energy Management, L.P

Attn Director, Asset Management {for VNG)
1200 Smmuth Street, Suite 500

Houston, Texas 77002,

Phone (832) 397-1703

Telecopy (832) 397-1709

Billing Inquiries

Sequent Energy Management, L.P
Attn Raja Sarathy

1200 Smaith St , Suite 900
Houston, TX 77002

Phone (832) 397-1736

Telecopy (832) 397-1722

VYNG- QOperational Matters
Virgima Natural Gas, Inc
Atmm Ann Chamberlain
5100 East Va. Beach Blvd
Norfolk, VA 23502
Phone (757) 4665406
Telecopy (757) 4665437

Notices and Billing Inquiries

Virgima MNatural Gas, Inc
C/o AGL Services Company
Arttn Steve Cave

Dept Code 1130

P.O Box 4569




Atlanta, GA 30302-4569
Phone (404) 584-4414
Telecopy (404) 584-4233

Nouce shall be deemed recerved five (5) business days following mailing if by registered or
certified mail or upon sender's receipt of transmission continuation 1f by, facsimile transrmission

20.2  Either of the Parues may from time to time designate a different address Routne
communications may be delivered by registered, certified or ordinary mail, or by telephone or telecopy
if the Parties agree

21. Document retention. The Parties shall preserve all pertinent books and records relating
to actuivities performed under this Agreement for a penod of at least two (2) years after the termination
of this Agreement or such other time period required to support any related regulatory filings Each
Party shall have the right, from time to time, to audit the books of the other Party as they pertain to the
activities performed under this Agreement A Party's nghts under this paragraph shall survive for two
years after the terminauon of this Agreement

22. Entire Agreement This Agreement together with its Exhubits constitutes the entire
understanding and agreement of the Parties with respect to the management of the Assets and effective
upon the execution of this Agreement by the respective Parties, any and all pnor agreements,
understandings or representations with respect to this subject matter are hereby terminated and
cancelled 1n their entirety and of no further force or effect

23. Governing Law This Agreement shall be governed by and interpreted in accordance
with the laws of the State of Virguma. )

24. Definmmons. — Any capitalized term not defined 1n thus Agreement shall have the
meamngs assigned such terms in the Gas Purchase and Sale Agreement

25. Counterparts This Agreement may be executed 1n muluple 1dentical counterparts,
each of which shall have the force and digmity of an onginal and all of which shall consttuie but one
and the same Agreement Transmission by telecopier of a facsimile of the signature page hereof will
be conclusive evidence of the due execution of thus Agreement

IN WITNESS WHEREOF, the Parties have caused this Agreement 1o be duly executed as of the day

and year first wnitten above, by their duly authonzed Representatives

YNG

ASSET MANAGER:

Virgima Natural Gas, Inc Sequent Energy Management. L P
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VIRGINIA NATURAL GAS

Exhibit A - Assets

Deliv to
WILLIAMS - TRANSCONTINENTAL GAS PIPELINE Deliverability Capacity Gate Exprres
FT Demand Contract 3924
Station 30 6,108 17% 3/31/2008
Station 45 8,983 25% 3131/2008
Station 50 20,839 58% 3131/2008
Station 62 313112008
Total Telescoped Capacity 35,830
FT Demand Coniract 6507
Zone 2-8 Capacity 545 98% 10/31/2012
Zone 3-8 Capacity 11 2% 10/3172012
Total Capaaty 556
FT Demand Contract 1031211 14,625 713172005
{6 Month
Evergreen)
Transco GSS (.3768) Deliverability 2,070 2/31/2013
Transco GSS (3768) Capacity 98,790 3/3172013
WSS (3767) Delverabiiity 8523 0 3/31/1938
WSS (3767) Capacity 724,500 313171998
ESS (6558) Deliverabtiity 8,870 0 10/31/2013
ESS (6558) Capacity 90,254 10/31/2013
Total 0
DOMINION - DOMINION TRANSMISSION
INC
FTNN Demand Contract 100007
Base Contract 19,852 /3172012
Phase | implementation 20,000 10/3172015
Phase Il Implementation 13,500 1073172016
Phase Il Implementation 5,000 10/3172017
Total MDQ 58.352 57852
FTNN Demand Contract 700005
Base Contract 15,148 3/31/2012
Phase | Implementation 20,000 373172015
Phase lil Implementation 5,000 3/3172017
Total MDQ 40,148
FTNN Demand Contract 100104 15,225 10/3172015
FTNN Demand Contract Mid Atlantic 25,000 10/31/2014
FT Demand Contract Mid Atlantic 13,000 1073172014
FT Demand Contract 200088 10,000 3/3172008




GSS (300008) Base Deliverabiity 15,148 3i3172012 .

GSS (300008) Base Capacity 788,000 3/3172012
GSS (300008) Phase | Deliverability 20,000 313112015
GSS (300008) Phase | Capacity 1,040,000 313172015
GSS (300008) Phase It Deliverability 13,500 33172016
GSS (300008) Phase Il Capactity 702,000 33172016
GSS (300008) Phase Ill Deliverabiity 5,000 313172017
GSS (300008) Phase |l Capacity 260,000 3/3172017
GSS (300107) Dehverability 15,225 3/3112015
GSS (300107) Capacity 761,250 31312015
GSS (300107) Delverability 25,000 313172014
GSS (300107) Capacity 1,500,000 93873

Cove Point - FPS-1 Demand 10,000 4/15/2006
Cove Paint - FPS-1 Capacity 100,000 411572006
Cove Pont - FTS-1 Demand 10,000 10000 41152006
Total 161,725 83,873 5,052,250 103873

NISOURCE - COLUMBIA GAS TRANSMISSION CORP.

FT Demand Contract - FTS 38115 57,970 57870 313172010
FT Demand Contract - FTS 65066 38,000 38000 10/312019
FT Demand Contract - SST 60536 (Oct-Mar) 14,625 33122015
FT Demand Contract - SST 60536 (Apr-Sep) 7,313

FT Demand Contract - SST 38088 (Oct-Mar) 49,030 3/31/2006

FT Demand Contract - SST 38088 (Apr-Sep) 24,515

FSS (53004) Deliverability 49,030 49030 313112005
FSS (53004) Capactty 2,848,655

FSS (60537} Delverabthity 14,625 14625 3/3172015
FSS (60537) Capacity 731,250

Ches LNG - (35888) Deliverability 52,090 52090 Evergreen
Ches NG - (35889)Capacity 778,500

Total 211715

NISOURCE - COLUMBIA GULF TRANSMISSION

CORP
FT Demand Contract - FTS-1 (38070) 51 479 N 0 10/3172009
Totat 0

VNG PEAKING SERVICE

James City Propane 20016
Chesapeake Propane 40032
Pivotal Propanez 28800
Satelte LNG _ ; _ . 14400
Total 103248

* Subject to prior VSCC approval




TOTAL VNG 476,688




Exhibit B

DAILY OPERATIONAL PROCEDURES

Physical Dispatch

Prior to 9 00 am Eastern Clock Time (“ECT™) each day VNG and Sequent will communicate to
establish the “Daily Plan” described below, based upon system operational parameters of the VNG
VNG will provide Sequent with the Five-Day Gas Demand Forecast for VNG Sequent will maintain
the records of the Gas Supply Plan and will provide copies as needed to VNG VNG wll consider
Sequent’s plan, but ultimately shall determine the optimum “Daily Plan” for deployment of the VNG'’s
Assets.

For daily nominations

1)  Sequent will be responsible for submutting nommnations on the
Electromc Bulletin Board (“EBB”) of the VNG and on the pipehnes of the VNG with such
nomunations to be completed pursuant to the apphcable pipeline tanffs )

11) VNG will be responsible for confirming Sequent’s nominations on 1ts
behalf at the City Gate Delivery Points, such confirmations to be completed pursuant to the
applicable pipeline tanff '

m) Pniorto 500 pm, ECT of each day, VNG will provide an update of
the Five-Day Gas Demand Forecast and shall provide additional updates throughout the day
when warranted due to a significant change .

1v) Both Parties shall confer and make revisions to the daily nominations
as described in Exhibit C  If such revisions require nomination changes, Sequent will make
any intra-day nomination changes. VNG will confirm any 1ntra-day nomination changes.
Nominations by Sequent and confirmations by VNG will be completed pursuant to the
applhcable pipeline tanff.

v) Prior to 500 p.m ECT of each day VNG will provide Sequent with
final data on consumpuon levels for the prnior day mmcluding firm and interruptible demand
volumes via the afternoon Daily Operating Report “DOR”

After finahzation of Next Day-2 (“ND2”) scheduled volumes of each day, VNG wall
provide Sequent with final data on consumption levels for the pnior day including firm and
interruptibie demand volumes via the afternoon (PM) DOR

*> AGL Services Company (“AGLSC™) acts on behaif of VNG pursuant to an Agreement between VNG and AGLSC approved oy
the VSCCn Case No PUE 2005-00025




Logical Dispatch

VNG will nomimate gas quantities 1o be purchased on 2 monthly bass, at requested receipt
points with delivery 10 VNG’s citygate, as well as purchases for storage injections, no later
than 9 00 am ECT three business days pnor to the day of the NYMEX settlement for the
followimg month By 9 00 a.m. ECT each business day for the next day flow, on Fndays for
weekend and Monday flow, and on the business day pnor to a hohday, VNG will provide
Sequent 1ts logical dispatch for the appropnate day Included in such logical dispatch will
be 1nstructions on how the nomination 1s to be changed based on actual required flows

A 5-day forecast of customer requIrements and asset utilization will be provided to Sequent
by VNG for planning purposes. '




EXHIBIT C

GAS PURCHASE AND SALE AGREEMENT
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GAS PURCHASE AND SAU? AGREEMENT
Effective November 1, 2005, tlus Agreement 1s made and entered into by and between Virgima
Natural Gas, Inc ("Buyer” or “YNG”)!, and Sequent Energy Management, L P ("Seller"), both Buyer and
Seller sometimes referred to collectively as ("Parties”) or singularly as "Party "

The Buyer and Seller hereby agree as follows

I. Definitions
1.1  "Agreement" means the provisions of thus document as it may be amended from time 1o

time subject to prior VSCC approval
1.2 “Buyer’s Purchase Requirement” or “BPR” shall mean for any day, the Logcal

quantity of Gas required by Buyer, if any, not including BSRR, NNW, or NSW Therefore BPR =

DDR-NNW-NSW-LNGW-PW. BPR shall be inclusive of all fuel requirements including, but not

hirmited to, system fuel, company use and unacgounted—for Gas on Buyer's system and that of
Transporter

1.3 “Buyer’s Storage Refill Requirement” or “BSRR” shall mean Buyer’s Storage Refill
Requirement which 1s that Logical quantity of Gas needed by Buyer to be injected into 1ts storage or
LNG inventones over each Summer Penod, which 1s referred to 1n Section 4 1 and determined by Buyer
prior to the beginming of the Summer Penod

1.4 "Btu" (Bnush Therrnal Unit) means the amount of heat energy required to raise the
temperature of one pound of water from fifty-mne-degrees Fahrenheit (59°F) to sixty degreesll-‘ah:enhelt

(60°F), as determined on a dry basis

' AGL Services Company ( AGLSC™) acts on behalf of VNG pursuant 10 an Agreement between \\G and AGLSC approved by
the VSCC in Case No PUE 2005-00025




1.5 "Caverp" shall be the applicable in-ground storage facility contracted betw een the Buver
and the Transporter

1.6  "Day" shall mean that perniod of twenty-four (24) consecutive hours as defined 1n the

Transporter's FERC Tanff

1.7  "Dekatherm™ or "dt" shall mean the quantity of heat energy which 1s equivalent 10 (1)
MMBu

1.8  "Delivery Point(s)" means the delivery pomnt or points designated from time to time n

Buyer's transportation agreements with Buyer’s Transporter where Buyer receives Buyer's
Transporter(s) Gas 1nto 1ts system

1.9  “Daily Demand Requirement” or “DDR” shall mean the Company’s forecasted demand
for any given day.

1.10 “Daily Purchase Requirement” or “DPR” shall mean that daily Logical quantity of gas
nomunated for purchase from Seller from time to time dunng any month in accordance with Buyer's
daily operating procedures as defined 1n Exhibit B.

1.11 Daily Storage Injection Quantity” or “DSIQ” shall mean that portion of the BSRR

logically nominated for delivery at the Receipt Points for a given day DSIQ shall be inclusive of all

Transporter’s fuel requirements

1.13 "FERC"” means the Federal Energy Regulatory Commussion or any successor

government authonty
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1.15 "Gas" or "Natural Gas" means the effluent vapor stream (including Lquid

hydrocarbons) 1n 1ts natural state produced from wells, including all hydrocarbon and nonhydrocarbon
constituents and including casinghead gas produced with crude o1, and residue gas resulting from the
processing of well gas or casinghead gas and, at the ime of delivery from Seller to Buyer, satsfying the
. quahty specifications as set forth in Transporter's FERC approved tanff Gas shall aiso include LNG

1.16 “LNGW?” means Buyer’s withdrawals from its on-system LNG faciity or nts LNG
contracts with others

1.17  “Logical” or “Logically” refers to the virtual supply or transportation path as determined
by Buyer and used for billing purposes

1.18 "Maximum Daily Quantity" or "MDQ? shall mean the maximum quantity as idenufied
n Buyer’s firm transportation contracts

1.19  "Mecf" means one thousand (1,000) cubic feet of Gas as determined on the measurement
basis set forth in this Agreement.

1.20 "MMBtu" means one million (1;000,000) Bru

1.21 "Month" shall have the same meaning as that in Transporter's FERC Tanff

1.22  “Mountbly Purchase Requirement” or “MPR?” shall mean the Logical quantty of gas
nomunated by Buyer each month for daily ratable purchases to be determined by Buyer in accordance
with Section 2 2

1.23 “Most Cost Effective Transportation Path” shall mean the lowest cosl method of

effectuating the Logical delivery of quantiies from the applicable receipt points o the delivery points




u1111;1ng the Assets consistent with supply reliability cop&deraﬂons, and shall be deterrmned by Buyer
and provided to Seller pursuant (0 Sectien 2 The determination of the Most Cost Effecuve
Transportation Path shall be celevant for determining prices under Section 5 of this Agreement. Seller
shall have no obligation to follow such determnation 1n arranging physical dehivenes of gas under this
Agreement ] |

1.24 “Nomnated Storage Withdrawals? or “NSW? shall mean the quanuty of gas
nominated from Buyer’s Storage Caverns oT LNG facilities

1.25 «No-Notice Injections” or «NNI” shall mean the quantuty of gas injected 1nto the
Buyer’s Storage Caverns via No-Notice

1.26 “No-Notice Withdrawals” or «NNW? shall mean the quantity of gas dehvered to
Buyer’s city gate pursuant to the Transporter’s tanff

1.27 <“PW?” means Buyer’s withdrawals from 1ts propane facilines or pursuant 1o contracts for
vaporized propane from third parties

1.28 “Physical” or “Physically"’ refers to the actual supply or transportation path used for
system dispatch

1.29 “Receipt Points" shall mean such Receipt Point(s) designated from tme to tme in
Buyer's transportation agreements with Transporter

1.30 "Summer Period" shall mean the penod from Apnl 1* through October 317 of each year
unless for a particular storage service the penod 15 extended or reduced by mutual agreement of Buyer
and Seller to be consistent with the ijection penod as defiped by Transporier

1.31 “Third Party Gas” or “TRP” shall mean that quanuty of gas delivered 1o Buyer's ity

gate arranged by Seller



1.32 "Transporter" shall mean the ppeline, taking Buyer’s Gas at the Receipt Points and
effectuating delivery of Gas to Buyer’s Delivery Pom-ts or the pipeline 'effectuatmg delivery of TRP to
Buyer’s city gate

1.33 "Winter Period™ shall mean the penod from November | through March 31* unless for
a particular storage service the penod 1s extended by mutual agreement of Buyer and Seller to be
consistent with the withdrawal penod as defined by Transporter

1.34 “Winter Period Injection Quantity” or “WPIQ?” shall be the quanuty of gas Buyer
agrees to buy and Seller agrees to deliver dunng any day, month, or longer penod within the Winter

Peniod as requested by Buyer and scheduled into the applicable Cavern or LNG faciity by the

Transporter exclusive of the NNI




I1. Sale and Purchase

2.1 Subject to the terms of this Agreement; each Day 1if and to the extent requested by Buyer,
Seller agrees to Physically deliver and Logically sell, and Buyer agrees to Physically recerve and
Logicalty purchase from Seller, quantities of gas as instructed by Buyer Sales and purchase quantities
will be based on Buyer’s Logical nominations and delivenies and receipts will be based on Buyer's
Physical dispatch.

2.2 Lomcal Monthly Nommation Each month, no later than 9 00 am ECT three business

days prnor to the day of the NYMEX settlement for the following month, VNG shal] némfy Seller 1n
wnting of (1) the MPR for the following month and (11) the mux of the Assets, including the Most Cost
Effecuve Transportation Path from receipt point(s) to dehvery point(s), that VNG designates to
effectuate delivery to the City Gates of the MPR and the quantity of storage deemed to be withdrawn for
the month, as applicable For the avoidance of doubt, the phrase “deemed to be” as used in this
agreement shall refer to the Logical nomination and shall mean that Seller shall have no obhgauon to
actually myject or withdraw such quantity from storage and that Seller may satisfy VNG’s requirements
through other sources of supply Accordingly, Seller shall not be obligated to Physically arrange any
normmnation wm accordance with VNG’s nomunations, so long as Seller otherwise comphes with this
Agreement

2.3  Logcal Daily Nominations Each business day no later than 9:00 am Eastern Clock

time for next day flow, on Fndays for weekend and Monday flow, and on the business day pnor to a
holiday, Buyer will provide Seller 1ts nomination for DPR for the appropnate day and the quanuty of
storage deemed to be withdrawn for the day, as applicable. For the avoidance of doubt, the phrase

“deemed to be” as used 1n this agreement shall refer 1o the Logical nomination and shall mean that Seller

shall have no obligation to actually inject or withdraw such quanuty from storage and that Seller may




satisfy VNG’s requirements through other sources of §upp1y Accordingly, Seller shall not be obllgale;d
to Physically arrange any nominatwon in accordance with VNG’s nominations, so long as Seller
otherwise complies with this Agreement Included in such nomination will be instructions on how the
nomination 1s to be changed based on actual required flows For clanfication, VNG's nomination of the
DPR over a weekend or holiday that results in the Asset Manager purchasing non-ratable daily quantities
shall result 1n such non-ratable quantities to be priced | N NERNGEGEENEGEGEGEE G shall provide
Seller in wnting with VNG’s mitial DPR for the appropnate day, including the Most Cost Effecuve
Transportation Path from receipt point(s) to delivery point(s)

2.4 If Buyer’s nominations for any day results m surplus gas purchased and such surplus gas
15 not myected 1nto storage, Buyer will sell back to Seller such excess gas —
I ¢ Scllcr s informed by 9 00 am ECT for day-zhead gas flow, N[N
IR : such notification 1s after 9°00 am ECT for day ahead gas flow or 1s for a non-ratable
volume over a weekend or holiday If Buyer’s nomunations do not result 1n sufficient gas to sausfy
Buyer’s requirements and Buyer has adequate capacity to move additional gas on an intra-day basis, then

Seller shall sell the additional gas required at | EEENEENNGREEGNEEN

II1. Delivery of BPR, DSIOQ, WPIQ, NNW,_NSW. and/or TRP

3.1 SLIb_]CCt to the terms and conditions of this Agreement, and the transportation and storage
agreements between Buyer and Transporter(s), Seller shall nominate or cause to be nominated with
Transporter the BPR, 1if any, the DSIQ, if any, the WPIQ), 1f any, and the NSW, 1f any at Buver's Receipt
Points or secondary firm Receipt Points into Buyer's firm transportation or at Buyer’s city gate Each
Day Seller agrees to nominate and tender for delivery to Buyer. and Buyer agrees to receive from Seller

if nominated and tendered at the Receipt Points (or Buyer’s city gate 1n the case of TRP that 1s being

dehvered to Buyer’s city gate), the BPR, if any, the DSIQ, 1f any, the WPIQ, if any, and the NSW 1f any




for such Day However, Seller's obhgation to pominaté and tender to Buyer the agreed BPR. DSIQ.
WPIQ, and/or NSW on any Day shall be reduced 10 the extent thal Buyer g1ves notice to Seller that 1l
cannot receive such supphes, of the extent allowed by tan ff for NNT and NNW |

3.2 1n determimung Buyer's BPR, DSIQ, WPIQ, and/or NSW, the Parties agree 10 adhere 10
the daily set up and nominauion procedures as specified 1n Exhibit B of the Assel Management and
Agency Agreement between Buyer and Seller

3.3 Unless excused pursuant 1o Section 3 1 hereof or by Force Majeure, if, on any Day Seller
fails to Physically delver quantities of gas adequate to meet the full supply requlrements'of Buyer for
such Day, then Buyer's remedy shall be to obtain alternate supplies of Gas to cover the guanuty of Gas

not dehvered by Seller (such alternate supplies obtamned by Buyer are referred to as "Deficiency Gas").

ﬁ

SR | 5ucr s b 10 Deficiency Gas

then Buyer shall be entitled to pursue against Seller al} available remedies for breach of this Agreement
If Seller fails to meet the Physical inventory {evel requirements pursuant 10 Section 2(d) of the Asset
Management and Agency Agreement and such failure is not otherwise excused, then the remedies set
forth 1o this subsection shall be available to Buyer, 1fm Buyer's sole judgment, obtaining Deficiency Gas
is necessary to ensure that the BSRR will be achieved or that winter 1nventory levels are at satisfactory

levels

1V. Determination of Summer Period BSRR

10




4.1  For each Summer Penod dunng the term of this Agreement, Buver will Logcally
purchase and Seller will Logically deliver a quanuty of Gas designated the Summer Penod BSRR

calculated using the following equation
Surnmer Penod BSRR = BTIL - AIL + F
Where
Summer Period BSRR means the BSRR to be injected dunng the Summer Penod,
BTIL means Buyer's Target Inventory Level for each storage service as such targets are determned by VNG
pnor to the begmmng of the Summer Penod and communicated to Seller in wnting pursuant to the terms of
the Asset Management and Agency Agreement,
AIL means Buyer's estimated inventory leve] in the applicable storage services on Apnl 1 of each Summer
Penod at the ime Buyer provides Seller with the requred BSRR quantities; and

F means Fuel(s) retained by Buyer’s Transporter and/or Storage Operator from the Receipt Pomnt(s) into the

applicable cavemn.




V. Price
5.1  The pnce per MMBtu for any quantity mcluded in this Agreement shall be calculated as

follows

(a) For Buyer’s MPR,

| ’. I

(b) For Buyer’s DPR,

5.2 " The pnce for Buyer’s BSRR supply for each of Buyer's storage services shall be -
- at Buyer’s Receipt Points on the applicable pipe of receipt based upon injecting the BSRR
nto storage as directed by the Buyer For clanfication, Buyer 1s not required to ratably purchase BSRR
supply from Seller

5.3  Storage injections due to daily supply /demand imbalances will be billed _ 1f
such nomunation 1s provided from Seller to Buyer by 9°:00 am ECT on the prior business day. Each

storage contract will be dispatched separately for storage mnjection and withdrawal Contracts with the

samne rates and fuel requirements may be dispatched in aggregate




5.5  The pnce for Buyer's WPIQ at the Receipt Pont(s) to Buyer’s transport. if any shall be

VI. Transportation and Penalties

6.1  Seller shall be responsible for all transportation and gathering upstream of Buyer’s
Transporter necessary for Seller to deliver Gas 1o Buyer's Receipt Point(s) Seller shall also be
responsible for all transportation and gathenng necessary for Seller to deliver TRP

6.2 The rules, guidelines, and policies of the Transporter shall define and set forth the manner
1 which the Gas sold under this Agreement 1s measured and transported Buyer and Seller recognize that
the receipt and delivery, of Gas purchased and sold under this Agreement shall be subject 10 the
operational procedures of Transporter as well as the terms of Transporter's transportation service
agreement(s) with Buyer.

6.3  In the event the Transporter, or any other pipeline upstream or downstream of the Buyer’s
Receipt Points, in accordance with the General Terms and Conditions of 1its then effective FERC Gas
Tanff, or equivalent state-approved tanff, imposes one or more of the following penalues, scheduling
fees, cash-out costs or similar charges for imbalances (collectively "imbalance charges"), Buyer and
Seller shall be obligated to use their best efforts to avoid imposition of such imbalance charges If dunng
any moath Buyer or Seller receives an mvoice from a transportng pipehne which i1s downsaeam of the
Buyer's Receipt Points that includes an imbalance charge, both Pamels shall be obligated to use their best
efforts to deterrmne the vahdity, as well as the cause, of such 1mbalances charge If the Parties
determine that the imbalance charge was imposed as a rlesult of Buyer's actions which shall include, but
not be hmuted to, Buyer's failure to accept into a transporting pipehne a daily quantity of Gas equal 10 the

nominated quantity not to exceed the MDQ, then Buyer shall pay for such imbalance charge If the




Paruies determine that the imbalance charge was 1mposed as a result of Seller's actions (which shall
include, but not be himited to, Seller's failure to delivér to a transporting pipeline a daily quantity of Gas
equal to the MDQ) then Seller shall pay such imbalance charge

6.4  Buyer and Seller recogmze that the Transporter or pipeline upstream or downstream may
be authornized to 1ssue Operational Flow Orders ("OFO"), or the equivalent, however described in the
Transporter's FERC Gas Tanff, or any successor provision. Buyer and Seller also recogmize that the
Transporter may 1ssue an OFO that obligates the Buyer or the Seller to take action that may be contrary
to the terms of this Agreement, mncluding, without limitation, the dehvery and taking of gas in violation
of nomnation procedures or 1n quantities contrary to pnor nomunations made by Seller on Buyer's
behalf In such event, Buyer and Seller agree that comphance with any duly authorized OFO will not
constitute a breach of this Agreement, provided that (1) the Party receiving an OFO noufy the other
Party as soon as possible, and (11) the Parties use iheir best efforts to mimmize the operational and
economic consequences of complhance with the OFO by all means at their disposal. This Section will not
apply to the extent an OFO 1s issued to Buyer or Seller as a result of Buyer's or Seller's actions under any
relevant provision of Transporter's FERC Gas Tanff In the event that Seller concludes that an OFO was
improperly or unlawfully 1ssued by the Transporter with the result that Buyer suffers adverse
consequences under this Agreement, and 1n nstances where Seller decides not to pursue any nghts or
remedies 1t may have against the Transporter associated with the 1ssuance of the OFO, Seller will, to the
extent permutted by law or regulation, assign any such nghts and remedies to Buyer to the extent

required to permt Buyer to take legal or regulatory action against the Transporter

" VII. Pavment




7.1 (a) On or before the tenth (10th) day of each Month, Seller shall render 10 Burer a

statement and 1nvoice setting forth the charges for gas delivered to Buyer which separately idennfies any

and all quantities attributable to Buyer's DPR, MPR, DSIQ, WPIQ, and TRP dunng the immediately
preceding Month Buyer shall pay the invoiced amounts on or before the twenty-fifth (25™) day of such
month If presentation of a statement by either Party 1s delayed after the tenth day of a Month, then the
tme for payment shall be extended a corresponding period of time, unless the other Party 15 responsible

for such delay

Any amounts that Seller may owe Buyer under this Agreement, shall be invoiced and paid 1n accordance
with the procedure established 1n this Section

7.2 Invoices shall be sent to Buyer at.

Virginia Natural Gas, Inc.
Cl/o AGL Services Company
Attn: Accounting Department
P.O Box 4569

Location 1180

Atlanta, GA 30302-4569
Phone: (404) 584-4508
Telecopy (404) 584-4233

Invoices shall be sent to Seller at.

Sequent Energy Management, L P
Attn Accounts Receivable

1200 Smuth Street, Suite 900
Houston, TX 77002

Phone (832) 397 - 1700
Telecopy (832) 397-3711

7.3 If Buyer presents to Seller reasonable evidence supporting Buyer's good faith belef that
the amount of the 1voice 1s incorrect, Buyer shall pay the undisputed amount If Seller can demonstrate,

to Buyer's reasonable sausfaction, that Buyer's position 1s Incorrect, Buyer shall immediately pay any

remaining amount owed Late payments and all amounts withheld by Buyer and subsequently




acknowledged or determined to be owed shall bear interest running from the onginal due date unul pad
at the lower of the Prime Rate of nterest established by the Chase Manhattan Bank plus two percent
2%) or the lughest rate acceptable by law Should Buyer fail to pay undisputed amounts when due, and
such failure conunues for a penod of thirty (30) days or more, Seller shall be enutled to suspend
delveries of Gas to Buyer upon the furmshing of wnitten notice of suspension 10 Buyer Seller shall
resume delivenes of Gas to Buyer no later than forty-eight (48) hours following Buyer's payment of all

undisputed amounts then due

74  If either Party discovers that the arount billed in any statement or payment rendered
under thus Agreement 1s 1NCOITECE, such 1naccuracy shall be adjusted within thirty (30) days of 1ts
discovery, together with interest at the rate provided for in Section 7 3. No adjustments shall be made
for any 1naccuracy not claimed wiathun twenty-four (24) months of the date of the ongnal statement. A
Party's nghts under this Section shall survive termination of this Agreement

7.5  The Parties shall each preserve all test data, meter records, charts and other similar
records pertaining to Gas sold and dehivered under this Agreement for a penod of at least two (2) years
following this Agreement Upon at least twenty-four (24) hours advance notice, each Party shall have the
nght dunng normal business hours to exarmune the books and records of the other Party to the extent
necessary to venfy the accuracy of any staternent, charge. computation, or demand made under or
pursuant to this Agreement A Party's nghts under this Section shall survive for two years afler
termination of this Agreement

V11I. Adequate Assurance

8.1 When reasonable grounds for insecunty of performance anse, Buyer may demand

adequate assurance of performance Adequate assurance shall mean sufficient secunty in the form and




for the term reasonably specified by the Buyer, including, but not limited to, a standby 1rrey ocable letier
of credit, a prepayment, a secunty interest in an ass:et acceptable to Buyer or performance bond or
guarantee by creditworthy entity In the event Seller shall (1) make an assignment or any general
arrangement for the benefit of creditors, (1) default in any performance obhigation to the Buyer, (in) file
a petihion or otherwise commence, authonze, or acquiesce 1n the commencement of proceeding or cause
under any bankruptcy or sumilar law for the protection of creditors or have such petinon filed or
proceeding commenced against it, (1v) otherwise become bankrupt or insolvent (however evidenced), or
(v) be unable to pay its debts as they fall due, then Buyer shall have the night to either withhold and/or
suspend payment, and/or terminate this Agreement without prior notice, 1n addition to any and all other
remedies available hereunder

8.2  When reasonable grounds for insecunty of performance anse, Seller may demand
adequate assurance of performance. Adequate assurance shall mean sufficient secunty in the form and
for the term reasonably specified by the Seller, including, but not limited to, a standby irrevocable letter
of credit, a prepayment, a security lnterest in an asset acceptable to Seller or performance bond or
guarantee b); creditworthy entity In the event Buyer shall (1) make an assignment or any generzl
arrangement for the benefit of creditors, (1) default in any performance obligation to the Seller, (1) file
a petition or otherwise commence, authonze, or acquiesce 1n the commencemnent of proceeding or cause
under any bankruptcy or similar law for the protection of creditors or have such petinon filed or
proceeding commenced against it; (1v) otherwise become bankrupt or insolvent (however evidenced); or
(v) be unable to pay 1ts debts as they fall due, then Seller shall have the nght to either withhold andJ, or

suspend payment, and/or terminate this Agreement without prior notice, in addition to any and all other

remedies available hereunder

I[X. Respoaosibility




9.1  Title to Gas delivered under this Agreement (other than TRP) shall pass from Seller 1o
Buyer at the Receipt Point(s) into Buyer's transponat-ion Title to TRP delivered under this Agreement
shall pass from Seller to Buyer at Buyer’s city gate As between the Parties, Seller shall be deemed 1o be
1n control and possession of the Gas delivered to the Receipt Pont(s) (or Buyer’s city gate 1n the case of
TRP) and shall be responsible for any damage or injury caused by the Gas until 1t has been dehvered to
or for the account of Buyer at the Receipt Points {or Buyer’s city gate in the case of TRP), after which
delivery as 1t applies to this Gas Purchase and Sale Agreement Buyer shall be deemed to be 1n custody of
the Gas and responsible for any damage or injury caused by the Gas

9.2  Except as provided 1n Section VI above, all charges, expenses, fees, taxes, damages,
imjunes, and other costs ncurred in or attnbutable to the purchase and transfer, transportahion, handling,
and sale of the Gas delivered 1n accordance with this Agreement prior to, and including, delivery to
Buyer at the Receipt Points (or Buyer’s city gate 1n the case of TRP) shall be the responsibility of Seller
As between the Parties, Seller shall indemmify, defend, and hold Buyer harmless from all such charges,
expenses, fees, taxes, damages, injunes, and other costs ‘

9.3  Except as provided 1n Section VI above, all charges, expenses, fees, taxes (including
sales, or transfer taxes and any other taxes levied on or 1n connection with the transactions under this
Agreement by the state, or other government subdivision, in which the Gas 1s consumed or otherwise
used regardless of the point at which the tax 1s assessed), damages, injunes, and other costs incurred 1n
or atnbutable to the downstream purchase and transfer, transportation, and bandhing of the Gas
dehvered 1n accordance with this Agreement, occumnng after dehivery of Gas to Buyer at the Receipt
Pomnts (or Buyer’s city gate in the case of TRP) shall be the responsibility of Buyer As between the

Parties, Buyer shall indemmify, defend, and hold harmless Seller from all such charges, expenses, fees

taxes, damages, injunes, and other costs In the event Seller is required by law to collect any such taxes




and Buyer claims an exempuon from the taxes, Buyer s'hall, upon Seller's request, furnish Seller with a
copy of Buyer's exemption certificate

9.4  Except as provided m Article XV below, Buyer warrants that 1t has all necessary
regulatory approvals and authorizations for 1ts purchase of Gas from Seller under this Agreement

9.5 Except as provided Article XV below, Seller warranits that it has all necessary

regulatory approvals and authonzations for 1ts sale of Gas to Buyer under this Agreement

X. Term
10.1 The term of this Agreement shall commence on the effective date of the Agreement and
shall be coterminous with the Asset Management and Agency Agreement of same date
Notwithstanding the foregoing, the terms and conditions of tus Agreement shall survive for the term of
any individual transactions under this Agreement until such transactions terminate or expire according to
their terms

XI. Quality apd Measurement

11.1 Gas delivered by Seller to the Receipt Point(s) shal]l meet the quality and pressure
specifications set forth in the Transporter's FERC gas tanff If Gas delivered by Seller to the Receipt
Pounts 1s rejected by the Transporter for failure to meet its quality specifications, Buyer shall be relieved
of the obligation to receive such Gas TRP dehivered by Seller to Buyer’s city gate shall meet the quahty
and pressure specifications set forth in the Transporter's FERC gas tanff To the extent that the TRP
does not meet the quality specifications, Buyer may reject the Gas and shall be reheved of the obligation

\

to receive such Gas  Such event would not relieve Seller of its obhgation to deliver Buyer's BPR, DSIQ

or WPIQ, if Buyer has notified Seller on a timely basis and Seller 1s provided an opportunity to cure




11.2 Buyer and Seller agree that the volume and heating value of Gas sold and dehered
hereunder (other than TRP) will be measured at or n'éz‘lr the Receipt Pownts by the Transporter, using
equipment owned or controlled by, and measuring procedures employed by the Transporter Buyer and
Seller agree that the volume and heating value of TRP gas shall be measured at or near the Delivery
Point of the Buyer using the e:qmpmem owned or controlled by, and measuning procedures employed by
the Transporter The measurements made by the Transporter shall be accepted by Buyer and Seller,
provided, however, the measuring equipment and procedures used must conform to the Transporter's
filed tanffs and to generally recogmzed industry standards

XI11. Force Majeure

12.1 If either Party 1s rendered unable, wholly or 1n part, by Force Majeure to perform 1ts
obligations under this Agreement, other than the obhigation to make payments then, or subsequently, due
attnbutable to Gas delivered prior to the event of Force Majeure, 1t 1s mutually agreed that perforcmance
of the respective obhéanons of the Parties, so far as they are affected by such Force Majeure, shall be
suspended without liabihity from the inception of any such nabihty until 1t is corrected but for no longer
peniod. No Party shall, however, be required against 1ts will to seule any labor disputes.

12.2 The term "Force Majeure” means an event that (1) was not within the control of the Party
claiming 1ts occurrence; and (1) could not have been prevented or avoided by such Party through the
exercise of due dihgeflce Events of Force Majeure mclude, without hrmitation by enumeraton, acts of
God, earthquakes, epidemics, fires, floods, lancishdes, lightning, hurmcanes, numbered or named storms
by the U.S National Weather Service, washouts and other similar severe natural calamues, acts of

public enemy, wars, blockades, insurrections, nots, civil disturbances, explosions, well freezing affecting

a broad geographic region, breakage or freezing of lines of pipe used 10 enable Seller 1o deliver or Buyer

10 receive or subsequently transport or use Gas under this Agreement, imposition by a regulatory agency,




e?

court or other governmental authonty having junsdiction of binding laws, conditions, hmitations orders.
rules or regulations that prevent or prohibit either Party from performing, provided such govermmental
action has been resisted 1 good faith by all reasonable legal means, or any other cause of a similar type

12.3 Neither Party shall be entitled to the benefit of the provisions of Force Majeure to the
extent performance 1s affected by any or all of the following circumstances (1) the curtaiiment of
interruptible or secondary firm transportation, or (1) the Party claiming excuse failed to remedy the
condition and to resume the performance of such covenants or obhigatons with reasonable dispatch, or
(1) economic hardship other than 1f such a loss 1s a recognized event of Force Majeure under Buyers
Storage Agreements with its underlying Pipeline or storage provider

12.4 The Party whose performance is prevented by Force Majeure must provide prompt notice
to the other Party. However, due to the paramount supply obligations of Buyer to its customers, any
declaration of Force Majeure by Seller must be first approved and accepted 1 wnting by Buyer in 1ts
sole discretion, before any such declaration of Force Majeure by Seller shall take effect between the
Buyer and Seller Provided, however, such approval and acceptance shall not be unreasonably withheld.
In addition, once Buyer has received a imely wntten notification from Seller , i1f Buyer does not approve
and accept or reject such declaration of Force Majeure within two business days, Buyer shall be deemed
to have approved and accepted such declaration Absent Buyer’s wrnitten approval and acceptance of a
declaration of Force Majeure by Asset Manager, or waiver by Buyer as set forth herein, such Force
Majeure declaration shall have no legal effect between Buyer and Seller Initial notice may be gnen
orally, however, wntten notificabon with reasonably full particulars of the event or occurrence 1s

required as soon as reasonably possible Upon providing wntten notification of Force Majeure to the

other Party, the affected Party will be relieved of 1ts obligauion to make or accept dehvery of Gas as




applicable to the extent and for the duration of Force Majeure, and neither Party shall be deemed to have
failed 1n such obhgations to the other dunng such occwTence or event

12.5 Pror to Seller 1ssuing a declaration of Gas supply Force Majeure, Seller must first cease
all mnterruptible Gas supply obligations If such action does not remedy the need for Seller to declare a
Gas supply Force Majeure, Seller shall allocate all available Gas supphes to 1ts firm cuslomer supply

obligations on a pro-rata basis

XIIIL. Seller's Warranties and Gas Supply Obhigations

13.1 Seller warrants title or the nght to deliver title to all Gas sold by 1t to Buyer and that such
Gas 1s free from all hens and adverse claims. Seller agrees to imndemnify and hold Buyer ham_ﬂess from,
and with respect to, all suits, actions, debts, accounts, damages, costs, losses and expenses (including but
not limuted to reasonable attorneys' fees) ansing from or out of any adverse claims of any and all persons
related to title to such Gas.

13.2  Seller agrees to take all reasonable efforts to assure that the natural gas supply contracts
entered nto by Seller to sat1sfy.Buyer's firm requirements are admimstered 1 a manner that will assure
the satisfaction of Seller's obligations pursuant to the terms of this Agreement

XIV. Governmental Authorizations

14.1 This Agreement 1s subject to all valid laws, orders, rules and/or regulatxox:us of any and all
duly constituted governmental authontes, Federal, State or local, to the extent such laws, regulations,
and orders are applicable and effecive from time to time, provided, however,‘ that 1if any such
governmental authonty shall take any action or assert any junsdiction whereby the sale, delivery, receipt,
or use of Gas as contemplated hereunder will be subjected to terms, conditions, or restraints that in the
sole judgment of the Party affected are unduly burdensome or unacceptable, then such Party, within

thirty (30) days after learning of such action or asseruion of junsdiction, may cancel and terminate this
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Agreement effective one day prior to the effective date of such governmental action In the event of such
termnabion or termination of this Agreement for any other reason permitied by the Asset Management
and Agency Agreement between Virgima Natural Gas, Inc and Sequent Energy Management, L P | thé
Parties agree that all Gas rc‘celved by Buyer hereunder prior to cessauon of delivenes shall be paid for by
Buyer at the rate in effect immediately prior to the termination of this Agreement and that any existing
fixed pnce transactions will be hquidated at current market values and appropnate adjustments will be
made Provided further, to the extent Seller has not delivered the full volume of Gas paid for by Buyer,
Selier shall be obligated to dehver such Gas to Buyer within thirty (30) days of such terminaton
Further provided, upon termination of this Agreement, Seller must liquidate all other transactions and/or
positions 1nvolving Buyer’s Interstate and Intrastate Capacity Assets within seventy-five (75) days,
unless otherwise agreed to by the Parties

14.2  Upon execution of this Agreement, each of the Parties agrees to seek such government
certficates, permuts, hicenses and authonzations which, 1 1ts sole discretion, 1t deems necessary to
perform 1ts obligations under this Agreement

14.3 Upon execution of this Agreement, and from time to time throughout 1ts term, each of the
Parties shall make all filings required by any regulatory bodies having junsdiction over the activiues
covered by this Agreement and upon request of the other Party shall promptly provide copies of such to
the other Party

14.4 Neither Party will knowingly enter into agreements nor undertake any activities or filings
that would interfere with or frustrate the other Party's efforts to obtain the necessary regulatory approvals

to fulfill 1ts obligations under this Agreement

XV. Assiecnment




15.1 Eather Party may pledge, mortgage OT assign 1ts nghts as secunty for indebtedness  This
Agreement shall be bmding upon and 1pure 1o the benefit of the Parties, their suCCessors and assigns
Nerther Party shall assign this Agreement without the pnor wntten consent of the other Party, which
consent shall not be unreasonably withheld, and prior approval by the VSCC; provided, however. that
either Party may assign this Agreement 10 an affihate or an entity that succeeds as a result of merger or
reorganization without the consent of the other Party subject to prior VSCC approval so long as such
wholly-owned affibate or other entity agrees in wntng to be bound by the terms of this Agreement
following such assignment

XVL. Curtailment

16.1 In the event of Force Majeure that causes Seller to curtall 1ts delivenes under this
Agreement, Seller will perform its obligations under this Agreement pnor (o supplyng any interruptible
sales undertaken by Seller 1 accordance with the Asset Management and Agency Agreement b.etween
Qeller and Buyer  Seller shall be obligated 1o curtail delivenes to third party interrupuible sales
customers prior 10 curtaithng any delivenies to Buyer, in the event, and only to the extent, tt;at such
curtailment increases the supply of Gas available for delivery to the Receipt Points (or Buyer’s city gate
in the case of TRP) Notwithstanding the foregong, nothing m this Section shall be construed to require
Seller to curtail dehvenes 10 sales customers On & pipeline other than Transporter and to divert the

curtailed quantity of Gas 10 Buyer 1f such diversion of Gas would resultin a breach or violation of a firm

sales agreement between Seller and any other firm sales customer on a pipeline other than Transporter
XVIl. Confidentiahty
17.1 The terms of thus Agreement, ncluding but not limited 1o, the price paid for Gas. the

guantiues of Gas purchased, and all other matenal terms of this Agreement shall be kept confidenual by
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the Parties except 1o the extent that any information must be disclosed for the purpose of effectuaung

transportation of the Gas or as required by law

XVIII. Miscellaneous

18.1 No waiver by either Party of any one or more defaults by the other in the performance of
any provisions of tms Agreement shall operate or be construed as a waiver of any other default or
defaults, whether of a like or of a different character

18.2 This Agreement shall be governed and construed in .accordance with the laws of the slate
of Virginia.

18.3 If any provision of this Agreement 1s detenmned to be invalid, 1llegal or otherwise
unenforceable for any reason by a court of competent junsdiction, the remaining terms and conditions of
this Agreement shall remain 1n full force and effect to the fullest extent permutted by law In such an
event, the Parties agree to make a good faith effort to replace the affected provisions

18.4 This Agreement is not a commitment or dedication by Seller to sell or deliver Gas from
specific fields, wells or other 1dentifiable source of supply

XIX.  Other

19.1 Nether Party shall be liable for punitive, exemplary, consequential or incidental damages

ansing from any breach or default under this agreement or from any act or omission under or in

connection with this agreement except as otherwise set forth herein or in the Asset Management

Agreement

19.2 [n the event issues or questions anse between the Parties or among individuals having

responsibility (e g personnel of either Party from gas operations, accounting, regulatory or commercial




business functions) for any matter that affects the implementation of a provision of this Agreement. the
Parnes agree thar the following steps shall be followed for resolution of such 1ssues (1) the personnel
directly involved 1n the day to day undertakings giving nise 1o the 1ssues shall r\neei and, based upon the
resource and reference matenals available to the Parties, will determine if a mutually agreeable
resolution of the 1ssue(s) 1s possible If a resolution of the 1ssue(s) 1s reached, a memorandum will be
wntten to AGL Services Company, office of the General Counsel, which 1dentifies the 1ssue(s) and the
resolution, or (2) 1f a resolution of the 1ssue 1is not reached within five (5) days of the date the Parues
meet to resolve the 1ssue, 2 memorandum to AGL Services Company, office of the General Counsel
shall be submutted which outlines the matter(s) that require clanfication or may be 1n dispute Based
upon the mnformation contained 1n the memorandum and any other data or facts gathered subsequent to
the request for resolution, the General Counsel or his representative for AGL Services Company shall
resolve the issue(s) ivolved  Resolution of any issue(s) shall be confirmed in wriing and
communicated to the Parties All communications regarding the resolution of any 1ssues shall be
retained by the AGL Services Company Legal Department as pnivileged information

19.3 Buyer reserves the nght to direct Seller to purchase gas for a longer term than one month
and/or to allow Buyer discretion to implement any financial hedging program accepted or approved by
the VSCC Buyer will ‘separately manage any financial hedging that may be associated with such

hedging program

IN WITNESS WHEREOF. the Parties have caused this Agreement 1o be duly execuled as of the day

and year first wntten above, by their duly authonzed Representatives

SELLER BUYER.
SEQUENT ENERGY VIRGINIA NATURAL GAS, INC
MANAGEMENT, L P




By By
Title Title




EXHIBIT D

The Net Margin wil] be allocated as follows

In this regard, the Parties agree that the computation of Net Margin shall be determined as
follows

Net Margin = (Revenue - Cost) + (Revenue from Most Cost Effective Transportation Path — Costs
of Actual Transportation Path) + Physical Storage Sales Margin + Recogmzed Financials +
Unrealized LCM nventory adjustments

Revenue = gross revenue attnibutable to use of VNG Assets for asset
optimization activity calculated as follows for off-system sales (OSS)
at pools, Revenue will be denved assuming flat market index pnces.
To the extent market index prices are unavailable at Receipt Points, the
Parties shall mutually agree upon apnce For OSS at VNG’s aity
gates, or any location where market index prices are not available,
Revenue will be calculated based on actual revenue. Revenue created
by capacity release will be that amount credited on pipeline supplier

INVYOI1CES

Cost = 1pjecuon, withdrawal, and transport fuel charges and any
vanable costs including surcharges, as well as gas costs  Gas costs
shall be determined by using the appropnate IFERC or GDA flat
index, or actual fixed pnice if a fixed pnce purchase 1s made 10 sene a
fixed pnice sale Costs shall also include any costs borne by Asset
Manager to unwind any transaction 1n order 10 meet VNG's gas supply

needs
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Revenue from Most Cost Effective Transportation Path = Revenue received from
Asset Manager's sales to Buyer

Costs of Actual Transportation Path = Costs meurred by Asset Manager, Using
market flat index prices and Asset manager’s actual
dispatch, to seTve Buyer’s nomnnations

Physscal Storage Qales Margin = Revenue from Physical Storage Sales — Costs of Physical
Srorage Sales (V alue created by storage transactions will include both
physical and financial gains and losses. In no event shall the total

value of a transaction, once all legs are complete, be less than Zer0;
provided however that Asset Manager may roll storage transactions
that individually may result 1n negative margin for such storage roll)

Recognized finapcials = financial transactions expiring durng or pnor o
current period

Unrealized lower of

Cost or market (LCM)

Adjustment to inpventory = adjustment recorded to mnventory 1o reflect cost being
higher than market




APPENDIX C




VNG AMA WORK PLAN
9/29/05

] Organize the VNG managemem/operatlonal oversight group.

a) Establish a VNG managenal posiion reporting to VNG's
president that 1s responsible for asset management and gas
procurement Oversi ght.

b) Engage an external auditor/consultant to monitor contract
comphiance.

¢)  Arrange the analytical support for this group.

7 Review all internal and external SEM audit reports for all AGLR
utibies Identify all 1ssues raised 1n these reports. Deterrmne whether any
issues raised are pertinent to the VNG book and detnmentally affect the
VNG book prospectively Document and resolve these 1ssues.

3. Establish goals for asset manager performance and a quartetly review
process regarding status of goal attainment. Goals should include the areas
of ratepayer gas costs, utilization of assets, and value creation.

4. Establish logical dispatch procedures for customer requirements and
storage njection Develop/acquire or contract for any models necessary 10
determune optimal gas dispatch and record gas costs. Deterrne all possible
gas paths and the corresponding volumetrc unit costs and the fuel retainage
percentage associated with each path. Set up process to update and vahdate
rates and retainage Set up process to validate through Gas Accounting that
SEM billing matches the logical dispatch cost for actual sendout as
determined by VNG Momntor any difference 1n cost between logical and

actual dispatch.

5 Establish gmdelines for SEM borrowing with respect to replacement
actuivity for VNG gas 1n storage and that address the issues of securty of

supply and carrying Costs

6 Work with SEM to revise the quarterly VSCC report to ehminate
redundancy, provide more clanty, and provide information needed to track
the performance of the Asset Manager under the new agreement




7. Establish a monthly update meeting between VNG and SEM to
address value creation, customer gas costs, physical storage mventory levels,
and industry supply and pricing trends. In addition, any emerging 1ssues
should be discussed and follow-up plans developed.

8. Review in detail the quarterly report with SEM pnior to filing with the
VSCC for accuracy and completeness VNG will validate the data
subrmtted through this process as well as the monthly sampling process
described in 9.

9. Validate a sample of transactions monthly to assure contract
comphance and data integrity 1n the value calculation. Included in the
revenue transactions to be tested will be prices and volumes for citygate
third party sales, prices and volumes for other third party sales, and capacity
release credits. Included 1n the cost transactions to be tested are actual gas
costs for fixed price third-party citygate sales, pooling point index prices and
volumes for other third-party sales. ‘

10. Validate a sample of transactions monthly to assure contract
comphance, data integrity, and appropriate gas accounting in transactions
related to procurement of gas supply for VNG system supply Included in
the transactions to be tested are logical dispatch costs versus billed costs,
VNG rate and retainage mnputs to the pathing model, and SEM actual costs
based on indices versus flat indices at VNG receipt points.

11 Schedule annual audit of SEM by the AGLSC Internal Audit Division
to assure contract compliance and data integrity. Review all audits of other
AGLR asset management audits to determine the relevance of any 1dennfied
audit 1ssues 1n those reports to the VNG asset management process. Modify
Processes to correct any 1ssues prospectively and 1dentify any ratepayer cost
or value impact applicable to current contract term. Make appropnate
adjustments to recogmze this impact.




